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STATEMENT OF THE CHAIRMAN 


Under section 708 (e) of the Defense Production Act of 1950, as 
amended, the Attorney General is directed to review the adminis- 
tration of that act. This review is for the purpose of determining any 
factors which may tend to eliminat2 competition, create or strengthen 
monopolies, injure small business, or otherwise promote undue 
concentration of economic power in the course of administration of the 
act. The Defense Production Act Amendments of 1955 required the 
Attorney General to report at least once every 3 months. 

Previous quarterly reports have been made available as committee 
prints on February 28, 1956, and August 10, 1956. 

The Attorney General’s report dated November 9, 1956, contains a 
review of the effect of Governme ‘nt-sponsored industrial research on 
competition and a review of recent activities under the Voluntary 
Agreement on Foreign Petroleum Supply. Further information con- 
cerning this voluntary agreement has been supplied by the Director 
of the Office of Defense Mobilization in response to my letter of 
August 18, 1956. 

This report and the additional material received from the Office of 
Defense Mobilization are of importance and interest to the committee 
and to the Senate and to the public. 

J. W. Furpricat, Chairman. 
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REPORT OF THE ATTORNEY GENERAL PURSUANT TO SEC- 
TION 708 (e) OF THE DEFENSE PRODUCTION ACT OF 1950, 
AS AMENDED 


NOvEMBER 9, 1956. 


To the President of the United States of America and the Senate and 
House of Representatives of the United States of America in Congress 
assembled: 


I have the honor to submit a report in compliance with section 
708 (e) of the Defense Production Act of 1950, as amended. That 
provision directs the Attorney General to make— 


* * * surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen 
monopolies, injure small business, or otherwise promote 
undue concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports 
hereafter required, shall include studies of the voluntary 
agreements and programs authorized by this section. The 
Attorney General shall submit to the Congress and the 
President within 90 days after the approval of this Act, and 
at least once every three months, reports setting forth the 
results of such surveys and including such recommendations 
as he may deem desirable. 


In compliance with this direction, this report is in two sections: (1) 
a preliminary study of the problems raised by Government-sponsored 
research and development programs in industry; and (2) the current 
status of outstanding voluntary agreements and programs which are 
under continuous review by this Department under section 708 (b) 
and (e) of the Defense Production Act. 


I. GOVERNMENT-SPONSORED INDUSTRY RESEARCH 


This portion of the report sets forth the result of a general survey 
of the research and development activity by industry units. In 
separate sections, the report discusses generally the nature of the 
problem, pointing out the great importance of research and develop- 
ment, its relationship to the Defense Production Act, and its effect 
on competition. The report attempts to compute from fragmentary 
statistics the tremendous scope of the total national research effort, 
and the significant proportion of that effort which is now sponsored by 
the Federal Government, with particular concern for the fact that 
one-third of total industry research activity is financed by the Govern- 
ment. It discusses the benefits which an industrial concern derives 
from the performance of Federal research and development activity, 
including both the direct profit paid under the research contract, and 
the other intangible but even more important benefits which flow from 
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this activity. The report then focuses upon the distribution of Federal 
research and development contracts to various industrial size group- 
ings, and considers the effect of such activity on concentration of the 
research and development effort in the hands of the largest concerns. 
The report then discusses some steps which might be taken to counter- 
act any tendency to increase such concentration, and ultimately to 
provide an adequate informational framework upon which some 
general solution might be based. 


A. THE NATURE OF THE PROBLEM 


The function of scientific or basic research has been described as 
“increasing the sum of human knowledge,’’ and that of development 
as “‘the new application of existing knowledge.’”’! Similarly, from 
a military viewpoint, research is “a highly creative activity that 
generates new ideas,’’ and development “a ereative and technical 
activity of taking these ideas and trying to reduce them to tangible 
weapons and equipment.” 2 One deals with the ex pansion of human 
knowledge, the other with new applications of such knowledge. 
“What is fundamental research today is applied research tomorrow.”’ 3 

Scientific or basic research for the Government accounts for a 
relatively small share of its total research and development expendi- 
tures * and is conducted largely by colleges, universities, and research 
institutes under contract. The applied research or ‘development, 
representing the remaining Government expenditures, is conducted in 
the laboratories of the Government and of industry. This report is 
primarily concerned with that portion of applied research and develop- 
ment performed by industry for the Government. 

Evaluation of that segment of research and development, however, 
presents formidable difficulties. Various statistical studies on the 
subject are far from uniform, principally because of differing methods 
in attempting to delimit development costs from initial production 
costs. Under some accounting procedures, both within Government 
and in industry, expenditures for certain functions are attributed to 
initial production costs, while others are charged to research and 
development. Other accounting methods may treat such functions 
in an exactly opposite fashion. 

No uniform accounting system has as yet been devised to define 
accurately what constitutes research and deve lopment, as compared 
with production, expenditures. Perhaps no method could be devised 
to fit all conditions. Nevertheless, the absence of definitive standards, 
resulting in varying and often conflicting statistical data on the sub- 
ject, makes it impossible at present to ascertain with complete 
accuracy the exact extent of such expenditures. We can indicate 
with certainty only a general range of amounts devoted to this 
purpose. 

Despite the differing views on estimating the amounts of money 
spent on research and development, there can be no dispute as to the 
tremendous importance of this effort. It plays a vital role in the 
maintenance of the national welfare, both in strengthening our defense 
effort and in expanding our civilian economy. Through this medium 

1 Howard, Discussion: The Job Done by Industry, in The Future of Industrial Research, 76 (1945). 
2H. Rept. No. 2618, 83d Cong., 2d sess. 4 (1954). 


3 Du Pont, Discussion: Fundamental Research, in The Future of Industrial Research 65 (1945). 
4 Hodgins, The Strange State of American Research, Fortune, April 1955, p. 115. 
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scientific progress is achieved.’ In the field of defense such progress 
gives us the tools to preserve our national security. Without the 
development in recent years of jet airplanes, newer types of bombs, 
guided missiles and other kinds of advanced weapons, all originating 
in various research and development programs, this country’s ability 
to defend itself would have been gravely imperiled. 

In the civilian economy, research and development is the lifeblood 
of business expansion. Its proper utilization leads to new concepts, 
new products and new processes, new jobs and new industries. The 
amazing industrial progress of the American economy during recent 
years, with the production and marketing of a multiplicity of new 
items and the refinement of production techniques for those previ- 
ously marketed, must be credited in very large part to industrial 
research and development programs. 

What is not always recognized, however, is the close interrelation- 
ship of research for defense purposes and that for civilian uses. In- 
dustrial research has produced items invaluable for use in the defense 
establishment. Equally, defense research has resulted in the creation 
of products and the accumuiation of technology with highly profitable 
commercial application. Processed foods, electronic devices and 
penicillin, to list only a few present-day commercial products, were 
all originally developed under research and development programs for 
defense purposes. This circumstance is of tremendous significance to 
any study of Government-financed research by industry. 

While most of the research and development financed by the Gov- 
ernment is carried out under authority other than the Defense Pro- 
duction Act, it is clear that the influence of these expenditures in- 
directly affects the course of administration of that act, and may be 
accounted a part of it. Economic concentration resulting from a 
monopolization of technology in any field, including that resulting 
from Government research, directly affects the “preparedness pro- 
grams and the expansion of productive capacity and supply”? which 
are the objectives of the Defense Production Act (see. 2). ‘Technical 
information,” the resultant of research and development activity, is 
one of the ‘‘materials’’ (sec. 702 (b)) which the act authorizes to be 
purchased in aid of the defense effort (sec. 303) and to be allocated 
where shortages make it necessary to do so (sec. 101 (a)). ‘‘Develop- 
ment of technological processes” is an appropriate object for the 
exercise of the incentive loan authority conferred under the act (sec 
302). 

Unquestionably, therefore, all Government-sponsored research and 
development programs are broadly effective factors in the present or 
future administration of the Defense Production Act. In addition, 
some of that research and development, relating principally to stra- 
tegic minerals and metals, is carried out under the terms of that act, 
primarily under section 303. This authority, as other incentive 
authority under the act, is exercised only to supplement, not to sup- 
plant, that being independently carried out.6 Moreover, the carrying 
out of these programs directly affects the available supply of competent 

5 At p. 60f Science the Endless Frontier, Vannevar Bush’s July 1945 report to the President, the author 
aeSeience, by itself, provides no panacea for individual, social and economic ills. It can be effective in the 
national welfare only as a member of a team, whether the conditions be peace or war. But without scientific 
progress no amount of achievement in other directions can insure our health, prosperity, and security as a 


nation in the modern world.” 
6 See 3 C. F. R., 1953 Supp., p. 98, p. 101 (Executive Order 10480, sec. 310 (b 
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technical personnel, probably the bottleneck most threatening to the 
future of the defense effort.’ 

Industrial research is secret, and the path it follows is uncharted 
and unforeseeable. Since it is essentially concerned with an intangible 
end product of the working of the mind, its results are unreachable 
save as the researcher chooses to disclose it. His control is by the 
nature of things exclusive and he alone may suppress his knowledge 
or use it within limits solely for private advantage. 

The patent laws were designed to encourage disclosure by recog- 
nition of mental invention as a property right, to be exclusively the 
inventor’s for a specified period,® and thereafter to be for the benefit 
of all. Regardless of the ultimate benefit for all, however, the 
patent system does provide a monopoly for the period of the patent, 
which in some sense runs counter to the historic Government concern 
with other forms of monopoly. The Sherman Act, and the legislation 
which followed it, are designed to strike down those unlawful ob- 
structions to free trade which tend to destroy the free competitive 
enterprise system. These laws state a general policy for preserving 
competition which, in the words of Mr. Chief Justice Hughes— 


* * * as a charter of freedom, has a generality and adapt- 
ability comparable to that to be found desirable in con- 
stitutional provisions.’® 


Appraising current Government research and development pro- 
grams, these twin considerations must be uppermost. Against that 
background this report considers means whereby the Government’s 
part in industry research, though part of the defense effort, may be 
channeled so as to best preserve the free competitive system. 


B. RELATIVE IMPORTANCE OF FEDERAL RESEARCH EXPENDITURES 


Our best estimate is that the current annual rate of spending by 
all American sources for research and development has jumped to 
$7 billion. Of this estimated $7 billion, some $2% billion represents 
research done by the Government itself or by nonprofit institutions. 
The remaining $4% billion is done by private business but one-third 
of this $4% billion, or more than $1 ¥ billion, is paid for by Government. 
This report focuses upon the one-third share of industry’s research 
and development effort which is financed by the Government. 

It seems obvious that the administration of this Government pro- 
gram, considering the immensity of the amounts involved and the 
significant proportion of industry efforts which it concerns, has grave 





7 See 3 C. F. R., 1954 Supp., p. 49 (Executive Order 10521). See 32AC. F. R. 1955 Rev., p.64(DMP 8— 
Policy on Training and Utilization of Scientific and Engineering Manpower). 

8 U. S. Constitution art. I, sec. 8, clause 8, grants Congress the power to ‘‘promote the Progress of Science 
and useful Arts by securing for limited Times to Authors and Inventors the exclusive Right to their respec- 
tive Writings and Discoveries.’’ The enlightenedness of the design to promote communication of knowledge ° 
is attested to by the patent system founded on this constitutional provision, under which more than 2,600,000 
patents have been granted on inventions and discoveries iu the 165 years since its adoption. 

® Compare the statement of Justice Clarke in Motion Picture Patents Co. v. Universal Film Manufacturing 
Co., 243 U. 8. 502 at 510-11 (1917): 

«“* * * Since Pennock v. Dialogue, 2 Pet. 1, was decided in 1829 this Court has consistently held that the 
primary purpose of the patent laws is not the creation of private fortunes for the owners of the patents, but 
is ‘to promote the progress of science and useful arts.’ ’’ 

See 3d Report on the American Patent System, H. R. Doc. No. 283, 79th Cong., Ist sess., p. 4 (1945): 

“The property represented in a patent isunique. The invention safeguarded by the patent is something 
that has been brought from the realm of ideality to the sphere of actuality and utility. But for theinventor’s 
success in converting mere potentiality to materiality the world would have been deprived of a benefit 
whether great or small, whether a telephone, an ae a radio, or a useful but simple latchet for a shoe.” 

%” Appalachian Coals, Inc. v. Unite States, 288 8. 344, at 359 (1933); Sugar Institute v. United States, 
297 U.S. 553, at 600 (1935). 
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implications for the future maintenance of a freely competitive 
economy. Yet, at the very outset, any attempt to study those 
implications is confronted by a crucial lack of necessary information. 
The indications which are given of the total of industry research 
effort and of the total share of that which is Government-financed 
are quite frankly estimates, useful only as rough guides to the general 
outlines and dimensions of the problem. 


1. The total national research and development effort 


Past studies have produced a wide variance in estimates of the 
total amounts expended in this country for activity that can be 
classified as research and development. A large part of this is 
undoubtedly due to the previously indicated difficulty of providing 
any kind of accounting definition of research and development effort. 
In addition, the number of companies engaged in this effort makes the 
task of reporting and analyzing their activities one of staggering 
proportions. Most significantly, however, there has been, until 
recent years, no sustained effort to compile and report such figures. 

The only estimates that provide any useful basis for measuring the 
trends in the total national research and development effort are those 
which have been supplied by the Department of Defense for a study 
made by the National Academy for Sciences to the Mutual Security 
Agency in 1952."" These estimates, as adapted, are as follows: 


Research and development performed 
{Millions of dollars] 




















| Total | | Source of funds 
national | Federal Nonprofit i al ali 
Year | research Govern- | Private | institu- 

| and de- ment | industry tions 

| velopment | Federal Other 

effort 
| Ee eee 800 200 520 | 80 | 240 560 
icstceuunausonale Senceawl 930 240 600 90 | 340 590 
Sisk shd eerie Cheech mines 1, 050 300 650 100 630 420 
Sek. cpsdaneoke , 200 | 390 700 | 110 | 770 | 430 
INS bs kines SG 5 don se ke 1, 300 430 750 | 120 | 880 | 420 
iit tiie Da tenet nate ao knees 1, 490 470 890 130 660 830 
Sh iwdtan dd dseeebbecseees 1,810 | 520 1, 120 170 790 1, 020 
ee ive icchdiavnine paints 2, 060 | 570 1, 290 | 200 920 1, 140 
DE tat ekacecaldbesetteens 2, 080 550 1,310 220 1, 050 1, 030 
Wh 3h abe deidens cosh ws | 2, 240 570 | 1, 480 240 1, 040 | 1, 200 
na and. aha wen baettn is 2, 590 700 | 1, 630 260 1,310 | 1, 280 
SE A sob ated css bine ielubewen 2, 930 830 1, 820 230 1, 640 1, 290 





» 

While these estimates provide a valuable clue to long-term trends, 
they may seriously understate expenditures in this area. Thus, the 
Department of Defense figures do not take into account substantial 
plant facility expenditures for atomic research and development ac- 
tivities. A more significant basis to question the accuracy of the 
total figures, however, is supplied by a recent National Science Foun- 
dation study of this problem. 

The Foundation was created by act of Congress in 1950,” in part to 
appraise the ‘‘* * * impact of research upon industrial development 





1! National Academy of Sciences National Research Council, Applied Research in the United States 
(1952). This report was undertaken at the request of the Organization for European Economie Coopera- 
tion, and financed by funds supplied by Mutual Security Agency. 

12 64 Stat. 149 (1950), 42 U. S. C. sec. 1861 (1952). 
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and upon the general welfare * * *.’’ Its 1955 report refers to the 
lack of sound statistics. It notes, as to research and development, a 


* * * void in the basic data essential to sound planning. 
The first step toward policy formulation is necessarily the 
painstaking task of accumulating relevant data concerning 
the national effort in scientific research and development.” 


As a preliminary to this task, the Foundation sponsored an exhaus- 
tive questionnaire survey of the research and de ‘velopment activities 
of private industry in 1953. Both its issued preliminary report * and 
its final report now under preparation, summarize findings at sharp 

variance with the estimates previously given by the Department of 
Defense. Thus, in the table reproduced, page 9, the Department of 
Defense figures show a total national research and development ex- 
penditure in 1952 of $2,930 million. The Foundation’s findings, 
however, indicate that the total national effort in 1953 cost more than 
$5 billion. Similarly, the Department of Defense 1952 estimate of 
private industry’s research and development activities indicated a 
total cost of $1,820 million; the Foundation’s 1953 figures indicate a 
cost of $3,660 million. Since the Foundation survey comprised a 
direct questioning of industry units, it is assumed that the magnitude 
of the total effort and of the industry share is more nearly that re- 
ported by the Foundation. 

Unfortunately, however, the Foundation’s study provides no reason- 
ably exact basis for projecting the 1953 figure through subsequent 
vears. The study notes that reporting firms did estimate that 1954 
expenditures would increase 12 percent over 1953. On the basis of 
this growth and the increase in the total Government research and 
development budget, we arrive at a rough estimate of total national 
research and development expenditures indicating a magnitude ap- 
proaching $7 billion. 


The Federal research and development effort 

Somewhat more precise figures indicate the tremendous scope of 
the Government’s contribution to the total national research and 
development activity. These show that from a total of $74 million 


in 1940, Federal expenditures have risen to $2,560 million, to which 
an amount of $840 million is to be added in the light of recently 
revised accounting procedures. Of this total—$3,400 million—nearly 
one-half represents amounts expended for research performed by indus- 
trial concerns. 

Beginning in 1952, National Science Foundation has reported a 
careful analysis of the total Federal research costs from 1940 to the 
present. The Foundation analysis may be summarized as follows 


13 National Science F«iidation, Fifth Annual Report, Fiscal Year 1955, p. 17 (1955). 
14 National Science Fox dation, Science and Engineering in American Industry (1955). 
18 National Science Four: iation, Federal Funds for Science (V), The Federal Research and Development 


Budget, Fiscal Years 1955, 1956 and 1957. (An unpublished report.) 
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Trends in Federal research costs 


{Millions of dollars] 


Scientific research and Scientific research and 
development budget ! levelopment budget ! 
Fiscal year— ise ites Fiscal year— 
Obliga- Expendi- Obliga- Expendi- 
tions tures tions ture 
1940. _- ie (?) 74 1949 1,10 OS 
Ieesas aed dee tbdeus (2) 198 | 1950 1, 17¢ 1, O83 
1942... ... is (?) 280 || 1951 1, 812 1, 300 
1943 _ - - (2) 602 || 1952 2 195 1.81 
1944. .__- (2) 1, 377 1953 2, 148 2, O98 
1945... _- J (2) 1, 591 104 1, 900 2, OS4 
1946... (2) 918 || 1955 2, 004 2, 133 
1947... 691 900 1956 3 2, 590 2, 282 
1948. __ 868 R55 1957 3 2, 737 2, 561 


1 These figures were recently revised to exclude certain expenditures for data collection which were pre- 
viously included. 

? Not availanle. 

3 Estimated. 


The trend of these expenditures is pictured graphically in chart A, 
appendix. 

This study by the Foundation presents a total substantially greater 
than the Department of Defense estimates, incorporated in the table 
on page 9. Much of this difference is due to the Foundation’s inelu- 
sion of amounts for capital investment in plant facilities and equipment 
attributable to research and development activity. The degree of 
difference between the Defense estimates and the Foundation studies 
are shown in chart B, appendix. 

Two additional types of expenditures, not included in the table 
above, must be added to evaluate the full impact of Federal expendi- 
tures. These are, first, expenditures for pay and allowances for mili- 
tary personnel engaged in research and development work; and 
second, a much larger amount best described as test production costs. 

The propriety of the inclusion of military pay and allowances in the 
total seems plain. The inclusion of test-production costs recognizes 
the fact that, in productioa of the complex weapons of modern warfare, 
research does not end with the production of a prototype. Rather the 
initial item must be duplicated in sufficient quantity for adequate 
testing of the soundness of its engineering design, the feasibility of its 
production design, and its operational suitability. Such tests inevi- 
tably reveal flaws, and changes must be engineered and again tested. 
But, while these costs are “development” in the proper sense of the 
word, only a part represents work requiring scientific manpower, with 
the larger balance comprising costs of repetitive purchases of raw 
materials. The latter costs are to be excluded from any research and 
development totals. 

Including both military pay and allowances and the scientific 
manpower share of test-production costs, the Federal research and 
development expenditures are increased to a current total estimated 
by National Science Foundation at $3,400 million. ' Chart C, ap- 
pendix, demonstrates the substantial relative importance of these 
two items to the total Federal expenditures for research during the 
fiscal years 1955-57, the only years for which data are available. 


7 Federal Funds for Science (V) supra. 
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We are here concerned with the expenditures made by the Depart- 
ment which contribute directly to the performance of research and 
development activity by industry. Unfortunately, the most critical 
lack of information exists in this area. The only working statistical 
basis is provided by the study made by the Bureau of Labor Statistics 
for the National Science Foundation, covering a large sampling of 
industrial firms with respect to their actual 1953 and projected 1954 
costs."* 

As previously noted, that study indicates that the total industry 
activity in the field of research and development involves expendi- 
tures on the order of $3,660 million. In addition, however, it reported 
that over one-third of the total activity by industry was directly 
financed by Government funds. It is this amount of $1,360 million 
which represents the most directly recognizab]: governmental sub- 
sidization of research by industry, and is the amount which most 
gravely concerns the possibility of further concentration of economic 
power within industry. 


C. INDUSTRIAL BENEFITS FROM PERFORMANCE OF GOVERNMENT 
RESEARCH 


To weigh the competitive effects of Government-sponsored research, 
consideration must be given to the industrial benefits which flow to 
the company performing the research. This includes not merely the 
eash profit on the research contract, but also other advantages of 
value less easily appraised but probably of greater significance. This 
section focuses upon these advantages to place in relevant context the 
significance of the Government contribution. It reviews those 
advantages represented by the profit resulting from the research 
contract, the acquisition of a favorable position in competing for 
future research or procurement contracts, the accumulation of ad- 
vanced knowledge of commercial applications of newly developed 
products and processes, the acquisition and maintenance of a com- 
petent staff of scientific personnel, the securing of a general body of 
technical information not widely shared, and, finally, receipt of title 
to patents growing out of the contracted research. 


1. Profits resulting from performance of research and development 
contracts 

The profits paid by the Government are the most obvious benefits. 
Most research contracts are on a cost-plus-fixed-fee basis. Although 
profit is subject to negotiation on each contract, it ordinarily ranges 
between 6 and 7 percent of the estimated costs of performance, If 
costs exceed expectations, the contractor can choose between dis- 
continuing his operations, or seeking to negotiate the appropriation 
of additional funds. The rate of profit may not be as high as in other 
areas, but neither is it speculative. Profits are guaranteed without 
risk, 


2. Subsequent procurement contracts 


What effect performance of research and development has on sub- 
sequent applications for related procurement contracts is difficult 
to measure. Armed Services Procurement Regulations direct that 


#8 Science and Engineering in American Industry, op. cit., p 15, supra. 
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‘no commitments shall be made to contractors with respect to obtain- 
ing subsequent production contracts.’’’® However, the relationship 
between research and production is recognized: 


* * * it may be in the best interest of the Government that 
the initial production contract for technical and specialized 
supplies be placed with the contractor responsible for the 
development of the design for such supplies.” 


One factor to be considered in determining whether it is in the best 
interests of the Government for such action to be taken, is the weight 
to be given extensive preliminary research and development work 
which can be put to most effective use in production by the research 
and development contractor for any of the following reasons: 


(a) A need for adaptation of the newly developed equip- 
ments for quantity manufacture, and for introduction of 
advanced production methods, together with a significant 
interrelationship between the design engineering and 
production engineering, which will yield best results from 
the standpoint of performance, reliability and producti- 
bility; 7" 

(6) The substantial time and money which would be re- 
quired for another contractor to indoctrinate and train his 
engineering staff in the specialized techniques or novel design 
concepts which have been employed, thereby adding to pro- 
duction lead time.” 


Another is the importance to be given: 


Continuing improvement of the equipment, concurrent 
with production, which can be most effectively accomplished 
by a single contractor because of the advantages of unified 
responsibility and close coordination of improved design 
features with production processes and equipment.” 


Another factor on which the contracting officer may rely to make 
such an award is the importance to be given: 


Substantial time and effort which have been already ex- 
pended by the development contractor in developing a 
prototype.” 


Further guides for its contracting officers in weighing these factors 
are provided by the Department of the Army: 


(a) For a new complex equipment or system it is generally in 
the interest of the Government to have the same contractor 
for both research and development and initial production, 
provided that the contractor has competence in both fields 
and his costs are not unreasonable. However, competition 
must be introduced at the earliest practicable time to comply 
with the expressed mandate of Congress and to preclude a 
narrow base and unreasonable costs. * * * 





‘14 CCH Government Contracts Report, par. 29,109D (Armed Services Procurement Regulation 
3-108) (1955). 

* Thid. 

2! Thid. 

22 Thid. 

2 Ibid. 

™ Thid. 
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(6) While generally desiring to introduce competition at 
the time of the initial production contract, it is recognized 
that for those important highly technical or special military 
items it may be desirable to retain the skills and experience 
of the research and development contractor on a negotiated 
basis through the initial production contract and the first 
supply contract. Such action, however, should not pre- 
clude development of a second source on the intial produc- 
tion contract or the following supply contract where re quire- 
ments permit. The determination as to when competition 
should be introduced for those items will largely depend upon 
the ability to clearly outline what is desired in the way of the 
item itself and upon the need for further improvements in 
the item.” 


The past provision of Armed Services Procurement Regulation sec- 
tion 3-108 with relevance to this problem, is the following: 


Where it is in the Government’s interest to award the 
initial production contract to the development contractor, 
price alone should not be allowed to dictate an award else- 
where unless a fair and reasonable price cannot be negoti- 
ated with the development contractor or unless the price 
advantage in award to another supplier is so substantial as 
to outweigh the other factors involved. This paragraph 
3-108 is not to be construed to require or to prevent com- 
petitive pricing * * *.”6 

The exact extent of the advantage of research cannot be measured, 
and probably varies from contracting officer to contracting officer. 
But, at the very least, the opportunity to obtain production contracts 
is enhanced to some degree by previous performance of related re- 
search. 

3. Commercial applications of Government- financed research 

The technological advancement resulting from military expendi- 
tures cannot be isolated from commercial uses. Wartime know-how 
and technological developments, resulting largely from the use of 
Federal funds, have a multitude of peacetime applications. Tech- 
nological developments in new materials (e. g., synthetic rubber, 
aviation gasoline, plastics and other synthetic materials, parsons, 
magnesium, aluminum, alloying elements) ; new methods (e. g., 
joining of metal by riveting, welding, or stretching, in heat- “treating 
procedures, in metal spinning, in power metallurgy, in casting, in 
metal spraying and in inspection); and new products (e. g., aircraft 
design, bombsight and navigation devices, jet propulsion, gas turbines, 
radar, proc essed foods, penicillin and other antibiotics, DDT, electron 
microscope, and numerous other developments in the electronics 
field) have made their appearance as a result of wartime research 
supported in whole or in part by Government funds.” 

Thus the independent commercial contractor, undertaking to per- 
form research for the Government, receives over and above his fees, 

















2 Department of the Army, Army Procurement Procedure, sec. 3-108, p. 3003 (January 26, 1956). 

#®1A CCH Government Contracts Report, par. 29, 109D (1955). 

27 Senate Subcommittee on War Mobilization of the Committee on Military Affairs, Monograph No. 2, 
Wartime Technological Developments, 79th Cong., Ist sess., 5 et seq. (1945). See also, Peacetime Benefits 
From Military Research, Product Engineering, January 1948, p. 81. 
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all the financial and competitive advantages of the commercial 
applications of inventions, research on which has been paid entirely 
or in large part out of the public purse. This leaves his own researe h 
allotments free for concentration on other products. 

4. Acquisition and training of scientific personnel 

Participation in research depends on first securing the services of 
adequately trained personnel.* The shortage of such personnel is 
severe. The result is intense competition for the talent available. 

Engineering recruiting teams scouring the country, preceded by 
large advertisements in metropolitan newspapers; corporate grants to 
scientific schools; somewhat astonishing salaries for ne ~wly graduated 
engineers—all become commonplace in the industrial scene, and reflect 
the enormity of the manpower shortage. 

Government research and development contracts have competitive 
advantages in the nationwide talent search: First, the increase in their 
research and development budgets, including allowances for personnel ; 
second, recruiting costs can, under currently accepted accounting pro- 
cedures, be charged to corporate overhead and are reimbursable by the 
Department of Defense; third, an increased opportunity to promise 
work of an interesting and challenging professional nature; fourth, 
better salaries and possibilities of advancement; and last, personne! 
initially hired for Government contracts are likely to remain for other 
company projects.” 

5. Acquisition of technical information 

Perhaps the most significant industrial advantage to be obtained 
from participation in research and development is the acquisition, 
sometimes exclusively, of technical information resulting from experi- 
mentation. This is true not only narrowly in terms of formulas, but 
also with regard to the development of less expensive production 
methods. 

Such information may be acquired wholly or in part at Government 
expense. Where, as in the case of guided missiles, aircraft and chemi- 
cals, the research necessary to develop a single item may be extensive 
and occur over a period of years, it may be difficult for all such result- 
ing information to be packaged and conveyed to the Government. 
And, to the extent it is not conveyed, the contractor may retain an 
intangible competitive advantage.® 

Other industries, such as electronics, are less affected by the prob- 
lem. There, the end products of research may be reduced to blue- 
prints and submitted to the Government, and through it to industry 
at large. This increases the opportunity for truly open competitive 
bidding on subsequent production contracts for the items in question. 

The Defense Department is currently considering amendment of 
procurement regulations to require that all research and development 





% The significance of scientific and engineering personnel to smaller and often younger firms has thus 
been stated: ‘‘Many small companies, if they are to compete, and assuredly if they are to grow, must learn 
first to compete for technical personnel. If competent technical personnel is intelligently absorbed and 
utilized, research will follow almost automatically.’’ Earl Stevenson, in Science and Public Policy, p. 179 
(1947). Mr. Stevenson’s thesis is that large firms are large because they hired technical men when they 
were small. Moreover, in his opinion, smail businesses do not actively compete for personnel, but rather 
that personnel go where the best opportunities lie. 

Another aspect of the competition for scientists and engineers is that threat it poses to decrease the number 
or at least the quality of future entrants into these fields, by siphoning off the best teachers and university 
researchers. On this point, see, Vannevar Bush, id., at p. 141. 

2 Indeed, the hiring position of Government contractors has been so improved by reason of salaries 
industry participants are able to pay, that Government itself is losing many of its irreplaceable scientists. 
Te, of course. is that the Government is largely subsidizing these salaries. 

uch as obtaining future procurement contracts. See pp. 20-22 supra. 
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contracts include appropriate provisions to insure that all possible 
detailed reports, plans, and specifications be delivered to the Govern- 
ment on fulfillment of the contracted research. 

6. Acquisition of patents 

The current policy of the Department of Defense, the largest spend- 
ing agency of the Federal Government, is to require for itself only a 
nonexclusive royalty-free license in patents developed through 
Government-financed research, leaving all commercial rights in the 
hands of the contractors themselves.*! 

Under this policy, during the 5-year period ending June 30, 1956, 
research and development contractors assigned licenses to the Govern- 
ment under 6,788 pending patent applications.” 

During the same period, Department of Defense research and de- 
velopment contractors assigned to the Government all rights in 1,520 
inventions in which they themselves were uninterested in filing patent 
applications, either because of questionable patentability or lack of 
any foreseeable commercial value. 

While the issuance of a patent, of course, does not guarantee the 
commercial value of the inventions covered, this much at least is clear: 
A large number of inventions have resulted from Department of 
Defense-financed research projects, the commercial rights to at least 
6,788 of which remain in private hands, and these 6,788 are inventions 
which research and development contractors, after careful screening 
by competent counsel, believe to be patentable and of sufficient com- 
mercial utility to be worth the expense of patent processing. 

This number of inventions is large. But it must be remembered 
that they resulted from research and development projects initiated 
some years ago. With the rising trend of Government expenditures 
for research and development, the number of such inventions may be 
much larger in the years to come. 


D. CURRENT TENDENCIES IN FEDERALLY FINANCED RESEARCH AND 
DEVELOPMENT 


In the truly tremendous national effort in research and development, 
the expenditures by the Federal Government loom as a significant 
force. As previously discussed, the Government’s share of the total 
national effort is approximately one-half, and, of the share of that 
effort being performed by industry, Government funds pay consid- 
erably more than one-third of the costs.* 

Unquestionably, larger firms can more easily finance the heavy 
expenditures required for an active research program, and can afford 





311A CCH Government Contracts Report, par. 29, 517 (ASPR 9-107) (amended December 23, 1955) 
The policies of other Government agencies engaged in contracting for research vary. Some, notably the 
Atomic Energy Commission, the Department of Agriculture, and the Department of Health, Education, 
and Welfare, often require the assignment to the agency involved of patents developed under research and 
development contracts. 

32 Source, unpublished list furnished to the chairman of the House Select Committee on Small Business 
by the Departments of the Army, Navy, arid Air Force (1956). 

It is estimated that over 75 percent of these saetientis will mature into patents. We made a test check 
covering 596 applications filed in the final 6 months of 1952. Through October 24, 1956, 235 patents had been 
granted on such applications, 66 applications were abandoned, and 295 were pending. Assuming the pend- 
ing applications result in patents or abandonments in the same ratio, patents will issue on 78 percent of the 
applications 

” Such procedure is required under Armed Services Procurement Regulations, sec. 9-107.1, Patent Rights 
(d) (ii). It is estimated by responsible Government personnel that the Government has itself filed patent 
applications on between one-fifth and one-quarter of these 1,520 inventions rejected by me gama b 

* The Government’s key position in the research and development field is illustrated by the fact that 
industries such as aircraft and electronics which perform the greatest percentages of the total industrial 
effort are the very industries for which the proportion of governmental subsidization is the highest. Com- 
pare charts D and E, appendix. 
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to forego immediate returns for the time required to develop commer- 
cially salable items. Yet this Government must be deeply concerned 
with the future of competitive enterprise, and it is important that its 
share of this activity be administered to promote competition within 
the limits possible under the urgency and complexity of the defense 
program. However, although there is inadequate factual material 
upon which to judge the effect of Government subsidization of re- 
search, what indications are available warn that the Government 
expenditures may not run counter to the industry trend toward con- 
centration, but in some degree may even reinforce it. 
Lacking adequate statistical materials, we fall back on studies 
iving some general idea of the effect of this activity, supplemented by 
fimited statistical data on distribution of research and development 
contracts released by certain Federal agencies. One of these studies 
measures in broad outline the total distribution of research and develop- 
ment activity by private industry, regardless of whether it is financed 
by Government or industry. The second attempts to measure the 
direction of Government-sponsored research programs by measuring 
the distribution among companies of patents, one of the principal 
products of research. 


1. Distribution of industry’s research and development effort 


Although no adequate materials exist bearing directly upon the 
subject of our concern, there is available a survey of the total research 
and development effort of private industry for the calendar year 1953. 
This survey, conducted by the Bureau of Labor Statistics, Department 
of Labor, on behalf of the National Science Foundation, shows the 
comparative distribution of this effort among various corporate size 

oups.” 

Certain data developed in that study, displayed in chart F, appen- 
dix, indicate a tendency toward concentration of research and devel- 
opment activity in the largest companies. Although firms with 
5,000 or more employees account for only 40 percent of total employ- 
ment in manufacturing industries, they employ 61 percent of the 
scientists and engineers in such industries. Equally important, they 
perform 72 percent of all research and development undertaken by 
manufacturing companies. Based on total manufacturing employ- 
ment, groupings of intermediate-sized and smaller companies con- 
sistently account for less than a proportionate share of scientific 
manpower and research and development performance. Small 
business, defined as firms with less than 500 employees, with 35 per- 
cent of total employment in manufacturing industries, performed 
only 10 percent of research and development in those industries. 

This is not a completely accurate measure of the gap between the 
giant firms and their smaller competitors. It represents some under- 
statement of the true picture. Thus, in compiling the survey, the 
Bureau of Labor Statistics made no general attempt to segregate the 
statistics reported by independent businesses from those relating to 
firms owned or controlled by larger corporations.** A small firm 
which was only a research or operating subsidiary of a giant corporate 
parent was not generally included as part of the larger corporate 
complex. Had the compilation consolidated the reports covering 





38 A preliminary report on this survey has been published under the title Science and Engineering in 
American Industry, op. cit., note 14. owever, the data here discussed are taken from the manuscript of 
the complete report on the survey, soon to be published. 

% Science and Engineering in American Industry, supra. note 14. 
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entire corporate families the percentages reflected for the smaller size 
manufacturing companies might well be substantially less than that 
shown. 

The disproportionate share of total industrial research and develop- 
ment in the largest firms may foreshadow a greater concentration of 
economic power in the future. An adequate supply of technical man- 
power is the first prerequisite to any research and development pro- 
gram. Such programs themselves are basic factors in the develop- 
ment and expansion of our business economy. Therefore, a present 
concentration of such manpower and programs means that in the 
future an increasing share of anticipated improved technologies and 
new product lines will be introduced by the industrial giants. 

2. Distribution of Federal expenditures 

While survey of private industry’s total research and develop- 
ment effort shows a tendency toward concentration of research and 
development in the hands of the largest industrial corporations, it 
cannot thereby be concluded that Federal contributions to industry 
for research and development would follow the same pattern. Un- 
fortunately, there are no statistical data available at the present to 
show the breakdown of Federal expenditures by meaningful size 
classifications of industry. While the Bureau of Labor Statistics 
survey shows that the Federal Government financed some 35 percent 
of industry’s 1953 research and development effort, a Federal ex- 
penditure amounting to $1.4 billion, no attempt was made to indicate 
the apportionment of this sum among the various groupings of in- 
dustry size used in the survey. This lack of statistics limits the con- 
clusions which may be drawn. Therefore, statistical records of this 
distribution of Federal research and development contracts must be 
developed at the earliest opportunity in order to make possible a 
definitive evaluation. Lacking a detailed statistical breakdown of 
Federal research and development contracts over a significant period 
of time, our survey is based upon existing general materials from which 
inferences can be drawn bearing on the distribution of Federal ex- 
penditures to industry for research and development. 

The Atomic Energy Commission and the Department of Defense 
have both made public information on recent distribution of prime 
contracts for research and development. These agencies together ac- 
count for 98 percent of the Federal research and development contracts 
awarded to private industry. The individual percentages are 77 per- 
cent for the Department of Defense and 21 percent for the Atomic 
Energy Commission.” The materials from both sources, however, 
do not reflect a breakdown of distribution to private industry according 
to any size classifications other than large and small business, with 
the breakoff point based on 500 employees.* 

During fiscal 1953, 1954, and 1955 the Atomic Energy Commission 
distributed 53 percent of its research and development prime con- 
tracts to large business. Educational and nonprofit institutions re- 
ceived 43 percent, while other Government ageacies accounted for 3 
percent. Small business was awarded 1 percent of the total.** Thus, 





37 Federal Funds for Science (V), op. cit., p. 24. 

38 It should be noted, however, that the standard used by both agencies is a total employment of 500 
people, including the employees of corporate affiliates in any case involving more than 50-pereent-control. 
This furnishes a truer picture of independent small business than that revealed in the BLS survey. 

39 The percentages are calculated from figures contained in tables 17, 19, and 21, hearings beforea subcom-. 
mittee of the Senate Banking and Currency Committee on 8. 3407, 84th Cong., 2d sess. (1956), pp. 71, 73, 75, 
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of the total of research and development contracts awarded by the 
Atomic Energy Commission to private industry, small business 
received less than 2 percent. 

In recent report to Congress pursuant to the Small Business Act, 
as amended, the Department of Defense has revealed the distribution 
of its research and development prime contracts for fiscal 1956 be- 
tween large- and small-business firms. Small business was awarded 
9.7 percent of total Army contracts, 9.4 percent of Navy contracts 
and 3.7 percent of Air Force contracts. The composite figure for the 
entire Department of Defense was 5.9 percent.” 

However, this distorts somewhat the true participation of small 
business in defense-financed research and development by private 
industry. In the first place, awards to educational and nonprofit 
institutions were not differentiated from those to business firms.” 
All such institutions were included as ‘‘other than small business.” 
To the extent that such nonbusiness organizations shared in the dis- 
tribution of defense contracts, the percentages of large business 
participation are to be very slightly reduced. 

More importantly, as discussed in section B of this report,” the 
varying treatment accorded test production costs tends to distort the 
true picture of actual research and development expenditures, al- 
though part, at least, of those costs should be included in the total. 
This variation in treatment of test production costs under general 
procurement contracts may be indicated by comparison of the total 
research and development obligations reported by the Department of 
Defense for fiscal 1956 “ with the particular National Science Foun- 
dation breakdown of such obligations which completely excluded test 
production costs.“ The Army’s reported total commitment for 1956 
is 96 percent of the Foundation’s estimate, while the Navy’s is 99 
percent. On the other hand, the Air Force commitment is 232 percent 
of the Foundation’s estimate. 

These figures indicate that the Air Force has included a great deal 
of general procurement money in compiling its statistics on research 
and development expenditures for fiscal 1956—more even than the 
engineering portion of test production costs. Accordingly, a detailed 
check was made of a random sampling of Air Force contracts, which 
substantiated our conclusion. The similarity of their actual commit- 
ments to the Foundation’s estimates show that the Army and Navy 
figures on research and development expenditures exclude nearly all 
procurement costs, even the engineering portion of test production 
costs. 

To obtain a true picture of actual research and development 
expenditures, the Air Force’s total research and development figures 
would have to be revised downward to some extent, and those of the 
Army and Navy revised upward. These adjustments would have a 
direct effect on the reported percentages reflecting small-business 
participation in research and development. 

Under the present weapons concept of defense procurement, whereby 
the Department obtains a complete assembled product under one 
~ # Report on Military Prime Contracts with Business Firms in the United States for Experimental® 


Developmental and Research Work, Office of the Assistant Secretary of Defense (Supply and Logistics)’ 
August 23, 1956. 

41 Thid. 

42 See p. 8, supra. 

43 Report on military prime contracts, supra. 

44 Federal funds for science, supra, p. 11. 
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prime contract rather than awarding a number of prime contracts for 
various major subassemblies of the item, by far the greater number 
of prime contracts tend to go to the large companies capable of 
supplying a complete product. ‘Accordingly, the adjustment of totals 
of research and development expenditures to include relevant portions 
of test production costs under those contracts would tend to decrease 
the small-business share. Therefore, it would appear that the Army 
and Navy percentages of small-business participation in research and 
development—9.7 and 9.3 percent respectively—probably overstate 
the true picture to some extent, while the Air Force figure of 3.7 
percent is somewhat conservative. 

Since these various percentages of small-business participation 
relate only to prime contracts, it might be argued that inclusion of 
subcontracting information would improve the picture to a great 
extent. Smaller firms generally secure more procurement subcon- 
tracts than prime contracts. At present, there are very limited and 
ambiguous statistics showing the extent of research and development 
subcontracting.” Our study indicates, however, that there is very 
little subcontracting of true research and development under Govern- 
ment prime contracts. Most subcontracting involves only the pur- 
chase of raw materials or standard components. Therefore, it seems 
unlikely that the picture of small-business participation in federally 
financed research and development which is here presented would be 
much improved by the inclusion of subcontracting statistics. 


3. Distribution of patent acquisitions by industry 


One of the principal benefits flowing from research and development 
activity is the acquisition of patents. In the absence of clear evidence 
of meaningful distribution of Federal research and development con- 
tracts to private industry, it was believed that an examination of the 
distribution of patents arising from such contracts would furnish some 
guide to the tendencies in Federal expenditures to private industry. 
Preliminarily, however, patent activity under the total industrial 
research and development effort was examined in order to furnish the 
proper context for our study. 

There are no reliable statistics to establish the past distribution of 
research and development activity among the various size groups in 
industry. 

Present patent activity, however, bears some relationship to re- 
search and development activity of prior years. Patents now held 
by a company reflect in some degree the extent of its previous research 
efforts, and studies of the present distribution of patents and patent 
applications may be somewhat indicative of that prior distribution. 

The Bureau of Labor Statistics survey of total industry research 
activity for 1953 developed such information.*© The materials tabu- 
lated refiected answers from 2,950 companies reporting patent data, 
companies owning a total of 233,000 patents and holding 65,000 patent 
applications then pending. These figures, as analyzed in table III, 
show that in 1953 the distribution of patents held was 19 percent for 
companies employing less than 1,000, 30 percent for those with employ- 

6 The Department of Defense, however, is currently engaged in a program, under DOD Directive 4100.28, 
which will provide it with a body of material about subcontracting under its larger procurement prime 
contracts. However, by the terms of this directive the compilation of data will involve no segregation of 
military subcontracts from mere purchases. Therefore, these data when collected willnot show the-extent 
and distribution of subcontracting specifically for research and development, 


4 See tables I, II, and II! in the appendix. The companies reporting patent data performed some 53 
percent of the total industry research and development effort. 
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ment between 1,000 and 5,000 and 51 percent for those companies 
with employment over 5,000. This, therefore, may furnish at least 
a sasagel indication of the distribution of research and development 
effort in former years. Analysis of the figures in table I! relating 
to patent applications presently pending, shows an almost identical 
distribution pattern. Thus, the number of applications pending in 
1953 was 18.6 percent for the smaller companies, 30.7 percent for 
intermediate-sized firms, and 50.7 percent for larger ones. 

On the other hand, if the figures in table If on 1953 industry 
research and development projects are analyzed, they seem to present 
an indication that future patents will be more heavily concentrated 
in the larger companies. Thus, companies with 5,000 or more em- 
ployees accounted for 69 percent of the total industry research and 
development effort in 1953. It might be assumed that in the future 
around two-thirds of the patents will be issued to these companies, 
as against the 51 percent which they held in 1953. The Bureau of 
Labor Statistics notes in its study one possible mitigation of this 
tendency, suggesting that the average cost of work per patent issued 
is larger for the big companies than for the small.” Even with this 
mitigation, however, the disproportionate degree of research activity 
at present warns that at least some greater proportion of patents may 
be held by the largest firms in the future. 

The distribution of patent applications resulting directly from 
Government-financed research programs is indicated by Department 
of Defense figures. As discussed in section C above, during the 5- 
year period ending June 30, 1956, research and development con- 
tractors assigned licenses to the Government under 6,788 pending 
patent applications. A test study was made by my staff to ascer- 
tain tentatively the distribution by company size of the research and 
development contracts which produced this volume of patent appli- 
cations. 

This study indicated that only 15 companies accounted for 3,559 
applications, or 52 percent of the total. Twelve of these companies 
are among the giants of American industry in the electronic, aircraft, 
and motor vehicle fields. The smallest of the 12 has a net worth of 
approximately $100 million. Two others, in the fields of electronics 
and aircraft are somewhat smaller, but must still be considered large. 
Collectively, these 14 companies have an enormous stake in commer- 
cial markets. Although no assessment could be made of the com- 
mercial applicability of their patent applications, a random check 
of a few of the patents already resulting from these applications in- 
dicated commercial possibilities. Although predicated on only a 
limited statistical base, this tends to suggest a concentration of 
Government-financed research and development, and of the resulting 
patents, in the hands of large corporations. 

One of the 15 companies is of modest size. It was organized only 
8 years ago with a capitalization of $50,000, as a subsidiary of a rela- 
tively small company in an entirely unrelated field. At present, the 
entire corporate family represents a net worth of less than $15 million. 
In an industry dominated by strongly financed and highly integrated 
firms, this small subsidiary of a medium-sized parent has grown and 
developed notably, cael through the medium of research and 
development contracts for the Navy. 





47 Manuscript of complete report on a survey of research and development costs and personnel by 
National Science Foundation, p. 86. See p. 13, supra. 
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Its awards of defense research and development contracts have 
permitted it to grow and to add competitive strength both to its in- 
dustry and to the overall defense research programs. This example 
may suggest the benefits to competitive enterprise which might be 
produced by selection, where possible, of aggressive smaller firms to 
perform Government-financed research and development work. 


E. CONCLUSIONS 


The imprecise factual indicators discussed in this report may point 
a warning that the total effect of the research and development effort 
may well tend to increase concentration of economic power. More- 
over, that evidence indicates that this tendency toward concentra- 
tion may be accentuated, and not retarded, by the administration of 
Government financing of research and development. 

As noted in the preceding pages of this report, the agencies adminis- 
tering the program have made no adequate compilation of statistical 
materials in this important area. The few analyses made have not 
adequately considered the problem of economic concentration. 

The vital importance of preserving our economic system makes 
obvious the need for greater effort in this regard by the administrative 
agencies concerned. There should be provided a more comprehensive 
and detailed basis for analysis of the day-to-day operation of that 
activity. A comprehensive delineation of the exact problem is a 
necessary first step to its solution. That delineation should include 
in detail the distribution of federally financed research and develop- 
ment projects among the various size classifications of industry, as 
well as the exact scope and distribution of other tangible benefits, 
such as patents and subsequent procurement, which result from 
participation in these projects. It may be observed that, important 
as the preservation of small business’ opportunity may be, it is equally 
important to insure that the intermediate size groupings of business 
should also be given full consideration. It must be recognized that 
it is from the companies in those intermediate classifications that the 
strongest and most vigorous competition will flow. 

While such an effort is required before any comprehensive solution 
to the problem may be reached, some action can be suggested to allevi- 
ate some of the features of present operations which seem to tend 
toward concentration. It is accordingly recommended that considera- 
tion be given to: First, the possibility of removing certain practical 
obstacles to the participation of smaller businesses in the research and 
development effort; and, second, if further study bears out our tenta- 
tive conclusions, a reevaluation of the basic patent policy of the 
Department of Defense, in the light of current defense problems and 
the increased participation of Government in research activity, to 
determine whether Government acquisition of resulting inventions 
and patents would be more in the public interest. 


1. Practical obstacles to participation of smaller business 


The comparatively small participation in Government research by 
most of the smaller business may simply demonstrate that many of 
them cannot compete in certain areas because of inadequate capital 
reserves and the related handicaps of credit, inability to pay salaries 
sufficient to command first-rank scientific personnel, or insufficient 
facilities to qualify for handling the tremendous effort called for under 
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the weapons-system concept of procurement. It may well be that 
these fairly obvious handicaps cannot be overcome in a great many 
cases. There are, however, additional obstacles which are less 
obvious, and which may be capable of some practical minimization: 

(a) The cost of preparing bids—Bidding on researeh and develop- 
ment contracts is expensive, since contract specifications generally 
require a description of results, rather than well-defined materials 
or devices. Factors such as delivery dates, capability, and record 
of performance frequently override price considerations. The tenta- 
tive character of initial quotations requires protracted negotiations. 
Any informed research and development bid is apt to be highly 
speculative in character, for the substance of the contract is uncer- 
tain in scope and the contract invited may well not be let. It would 
appear that much of this difficulty might be alleviated by continuing 
studies to find ways of simplifying bid procedures. 

(b) Lack of adequate indexes of smaller businesses available for 
research activity —There presently exists no comprehensive analysis 
of the research potential of smaller businesses for the use of Govern- 
ment agencies in need of research and development contractors. 
Conversely, smaller businesses are unable to keep abreast of current 
opportunities for research contracts. Procurement manuals assist 
private contractors to find Government markets,* and the Depart- 
ment of Commerce publishes a daily synopsis of invitations to bid 
issued by the various procurement agencies.” However, none of 
these aids are particularly applicable to the research and develop- 
ment field, and smaller companies can scarcely afford to keep full- 
time information officers at procurement centers. Greater effort to 
develop and disseminate lists of smaller companies available for such 
work and, correlatively, much wider publication of information on 
possible projects which might be open to them, would seem to be 
both possible and necessary. 

(c) The heavy responsibility of the Government contracting officer. 
The lack of a Government register of industrial research and develop- 
ment potential leaves the Government contracting officer to his own 
resources in selecting those to be invited to submit proposals. These 
officials must depend on their personal knowledge of the capabilities 
of American businesses. Despite complete impartiality, this system 
necessarily favors the largest and best known companies. 

In current practice, each military department pe ‘rforms its own 
solicitation of bids. The person requisitioning a new item has a 
primary responsibility to list, if possible, at least six companies he 
thinks qualified to perform the job. As the requisition passes through 
various channels, other officials may add names to the list. Thus, 
for example, representatives of the Small Business Administration 
stationed at procurement centers have the opportunity to add the 
names of known qualified small-business firms. When the contract- 
ing officer finally receives the list, he may remove the names of some 
firms he considers doubtful; he may also add others. To the firms 
on this final listing are transmitted invitations to bid. It is most 
probable that this heavy responsibility tends to create an extreme 
reliance by contracting officers on “safe,”’ that is, large, businesses to 
the exclusion of qualified small businesses, even where the latter might 

48 See, for example, Lipton, G. W., Government Contracts Simplified (1953), 


“Id. at p. 7. Contracting officers in the Department of Defense submit notices in the Department of 
Commerce synopsis only where the contract amount is in excess of $10,000. 








24 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


produce the contracting officer cannot be blamed too much; but if a 
little business is unsuccessful, he may be subject to severe criticism 
for his choice. 

In some expert opinion, this burden of responsibility on the con- 
tracting officer is the greatest single factor accounting for the small 
share of Government research and development contracts going to 
smaller business. The contracting officers generally have no technical 
or engineering training. Rather than take chances on highly technical 
matters, they are likely to be cautious and deal only with companies 
with a record of proved performance. And if a smaller business has not 
established its reputation through past performance, it may never get 
its chance through the medium of a Government contract. The burden 
of convincing the contracting officer of its ability to perform might be 
extremely difficult. 

Nevertheless, substantial progress can be made to alleviate the rigor 
of this adverse factor, by relieving the contracting officer of some of the 
responsibility. It is suggested that consideration be given to the 
possibility of establishing, at each major procurement office awarding 
research and development contracts, a review board composed of 
members with proper experience, which would be charged with direct 
responsibility for broadening the base of research and development 
contracts. In operation, such a board should act in an advisory 
capacity to the contracting officer considering each project to deter- 
mine whether enough firms are being solicited, and whether the con- 
tract could feasibly be awarded to a smaller firm. 


2. Government patent policy 

The present policy usually followed by Government agencies per- 
mits a company performing contract research to retain full ownership 
of any patents issued, granting to the Government only a limited, 
nonexclusive right to use the inventions. Assuming that the limited 
statistical evidence at our disposal correctly indicates the tendencies 
of the present program, that present policy may well be one of the 
major factors tending to concentrate economic power. 

As above discussed, we believe the most urgent present need is for 
the administrative agencies concerned to accumulate further detailed 
information on the distribution of Government financing of research 
and development among the various size classifications of companies, 
so that the full implications of its effect may be more accurately deter- 
mined. If consideration of such further information should confirm 
the tentative conclusions of this report regarding patents, the present 
Government patent policy should be carefi ‘lly reexamined and amended 
to provide stronger safeguards for the maintenance of a freely competi- 
tive industrial economy. 

I am not unmindful of the fact that this area is one which has long 
been controverted and exhaustively studied. The opposing schools 
of thought are exemplified by the recommendations made almost con- 
temporaneously some years ago by the National Patents Planning 
Commission and by one of my predecessors in this Office. In 1945, the 
Commission recommended against the Government’s acquisition of 
“full ownership of patents’ resulting from Government-sponsored 
research conducted by industry.” The Attorney General’s 1947 report 


© H. Doc. No. 22, 79th Cong., Ist sess. 13 (1945). 
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concluded with the recommendation that the Government should take 
full title.” 

The judgment as to which policy should be recommended —to be 
weighed in the light of fuller knowledge of the details of current 
Government research and development awards—is not now an easy 
one. Each of the contending positions can marshal a respectable body 
of argument. Thus, in contending for full Government ownership, the 
Attorney General’s 1947 study stated the reasons in support of that 
recommendation: 


1. When patentable inventions are made in the course of 
performing a Government-financed contract for research and 
development, the public interest requires that all rights to 
such inventions be assigned to the Government and not left 
to the private ownership of the contractor. Public control 
will assure free and equal availability of the inventions to 
American industry and science; will eliminate any competi- 
tive advantage to the contractor chosen to perform the 
research work; will avoid undue concentration of economic 
power in the hands of a few large corporations; will tend to 
increase and diversify available research facilities within the 
United States to the advantage of the Government and of 
the national economy; and will thus strengthen our American 
system of free, competitive enterprise. 

2. To leave patent rights to the contractor may permit 
the suppression of an invention paid for by the public or the 
imposition of an assessment for its use by the public to serve 
private advantage. It would constitute an unequal form 
of reward for comparable performance, and would tend to 
unbalance Federal research by making more desirable those 
aspects likely to lead to commercially valuable patent rights. 

3. Expert opinion and experience within and without the 
Government support the conclusion that a policy of public 
ownership of inventions made under Government contract 
would be acceptable to a sufficient number of competent. 
private and institutional laboratories to make it workable. 
However, exceptions to the basic policy should be allowed 
where necessary in emergency situations, to permit the 
contractor to retain the patent rights to inventions to which 
he has already made a substantial independent contribution; 
but in all such cases the Government should obtain at least, 
a free license under the resulting inventions and should 
prohibit their suppression or the assessment of unreasonable 
charges for their use by others. 

4. The weight of evidence is that the policy recommended 
herein will not substantially increase the costs of Govern- 
ment research contracts, nor dininish the efforts of the 
contractor’s organization to perform the work competently. 
To the extent that any extra costs may result from the 
recommended policy, they would be fully justified by the 
advanteges of making publicly financed technology broadly 
and freely available. 


811 Atty. Gen. Rep. 87 (Investigation of Government Patent Practices and Policies) GPO (1947), 
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On the other hand, the Commission urged in support of its view 
that 

* * * The ownership of inventions resulting from such 
[research and development] contracts cannot be fairly 
determined by an arbitrary or fixed rule but should be 
established in each situation in accordance with the appli- 
cable circumstances. The Commission believes, however, 
that, since the Government has no need of the right to exclude 
conferred by a patent and does not enter into ordinary 
commercial enterprises in competition with its citizens, full 
ownership of patents should not ordinarily be asserted by the 
Government. An exception to this policy would be the situ- 
ation in which private ownership of the patents would con- 
flict with national interests.” 


Additional support for the Commission’s view was expressed by 
the War Department, which objected to Government acquisition of 
title because— 


(a) First, it would seriously hinder the Government’s 
obtaining contractors able and qualified to undertake a 
particular research and development project * * *; 

(b) Second, it would further narrow the Government’s 
choice e in selec are contractors; * * * and 

(c) Third, it would greatly increase the overall cost of 
wien and devcdobinken i ae 


The Navy Department and the Office of Scientific Research and 
Development also expressed views in accord with that of the War 
Department.” 

It should be noted that many Government contractors assert that 
the Government does not pay the entire cost of the ordinary research 
and development contract, and therefore is not entitled to ownership 
of the inventions resulting therefrom. Instead, it is said to be the 
practice for the Government to pay for material and labor costs and 
certain allowances for overhead, plus a small profit, leaving the con- 
tractor to furnish on his own account previous know-how and previous 
investment of time, money, and personnel in the particular field of 
research. Thus, the initial problem lies in the determination of 
whether the Government ordinarily pays all costs and, if not, whether 
it would be feasible to do so. 

Of the numerous questions raised by the issue of Government owner- 
ship of inventions and patents, the most important appear to concern 
the alleged additional costs; additional difficulties in negotiating satis- 
factory contracts; reluctance of industrial concerns to sell the com- 
mercial patent rights of inventions produced under the contracts; 
maintenance of an adequate number of available bidders for Govern- 
ment research; and the effect of such a policy on certain small-business 
concerns now relying substantially on exclusive right to the inventions 
they produce as a means of economic survival. These questions have 
been raised primarily from sources opposing Government ownership. 

To evaluate the merits of the issue, the opposing arguments should 
be fully explored in the light of other advantages derived by industry 





82 Op. cit., n. 50. 
833 Atty. Gen. Rept. 305 (Investigation of Governmrent Patent Practices and Policies), GPO (1947). 
4 1Id., at p. 306. 
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from research and development contracts; our general defense require- 
ments for national security; the increased participation by the Gov- 
ernment in research and development; and the increased share of 
Government-sponsored research and development performed by 
industry during the past decade. 

Most importantly, however, these opposing contentions must be 
reexamined in the light of further information on the economic effects 
of present awards. If such further analysis demonstrates a strong 
tendency toward concentration, then it would seem that the vital 
interest of this Government in maintaining a freely competitive econ- 
omy would add a strong argument in favor of Government acquisition 
of patents. Of course, any such patents held by the Government 
should continue, within necessary security limitations, to be available 
under nonexclusive licenses to all applicants, including the contractor 
who performed the research and development work. 


Il. VotunTARY AGREEMENTS AND PROGRAMS 


This section concerns the current status of outstanding voluntary 
agreements and programs subject to review by this Department under 
the Defense Production Act. With the single exception of the Foreign 
Petroleum Supply Agreement, there has been, since my August 9, 
1956 report, little change i in the activities under the voluntary agree- 
ments and programs formed pursuant to section 708 of that act. 

In view of the importance of the critical Middle East situation, the 
activity under the Foreign Petroleum Supply Agretment will be 
treated separately. The current status of the Army integration 
committee, the Air Force production committee, and the remaining 
miscellaneous voluntary agreements will then be reported. 


A. FOREIGN PETROLEUM SUPPLY VOLUNTARY AGREEMENT 


In my report of August 9, 1956, I stated that the activities of the 

participants in the Forei gn ‘Petroleum Supply Agreement were pro- 
ceeding in accordance with the amended plan, and that a permanent 

staff of full-time Government employees was being collected. 

Concurrently with that last report, the crisis prec mpriated by the 
threatened closing of the Suez Canal * impelled the Secretary of the 
Interior to make a finding that a threatened emergency existed out- 
side of the United States which required immediate preparation of a 
plan of action under the standby emergency provision of the Foreign 
Petroleum Supply Agreement. 

As of that time, approximately 1,500,000 barrels per day of petro- 
leum originating in the Middle East moved through the Suez Canal. 
An additional 660,000 barrels per day were being delivered to the 
Eastern Mediterranean by pipelines. Of the total quantity, about 
2 million barrels per day were being delivered to countries in Western 
Europe. This constituted about 80 percent of the petroleum supplies 
of that area, including those of European members of the North 
Atlantic Treaty Organization. 

The economy of every country of the free world is largely dependent 
upon an adequate supply of petroleum and its products. Much of 

55 That fears of a closing were well founded became evident in late October when Israel invaded Egypt, 


and France and Great Britain undertook military action in the grea of the canal which halted all traffic. 
As this report is written, the duration of the closure cannot be predicted. 
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the postwar reconstruction of Europe has been predicated upon ready 
access to Middle Eastern petroleum. Any serious interruption in 
these supplies would be critical if not disastrous. 

There are not enough tankers in the free world fleet to supply 
Europe by moving around the Cape of Good Hope the quantity pre- 
viously transiting the canal. ‘To maintain existing European require- 
ments with the present tanker fleet and full utilization of the pipelines 
would require the establishment of new sources of supply and rede- 
ployment of vessels to effect maximum saving in tanker transit time. 
The United States would have to draw upon its petroleum resources 
to the approximate extent of 750,000 barrels per day of crude oil 
alone. 

This rearrangement of the European supply pattern would have an 
extremely serious impact upon the economy and stability of Europe, 
namely: (1) in many instances, petroleum now being purchased with 
EPU currencies would have to be replaced with petroleum from sources 
requiring payment in dollars, which has been estimated to be well in 
excess of $1 million per day; and (2) changes in tanker routes would 
increase the present cost of transportation by a minimum of $800,000 
per day even if tanker rates remained at their existing levels. 

If an interruption should occur simultaneously in both the canal 
and the pipelines, it would not be possible to supply Europe’s full 
requirements. In addition, there would be a serious impact upon the 
economy of the Middle Eastern producing countries resulting from 
decreased exports of petroleum. 

Accordingly, on August 10, 1956, a plan of action, pursuant to sec- 
tion 6 of the Foreign Petroleum Supply Agreement and section 708 of 
the Defense Production Act, as amended, was put into effect. The 
Director of the Office of Defense Mobilization and the Administrator 
had strongly urged the adoption of this plan as vitally important to 
the national defense. While the plan, as adopted, contains features 
which I might well deem objectionable in other circumstances, I have 
given full consideration to these anticompetitive possibilities as against 
the urgency of the defense considerations, and I reluctantly con- 
cluded that this plan of action should be approved. 

Prior to approval, this plan was the subject of extended conferences 
between the Departments of the Interior and Justice, the Office of 
Defense Mobilization and the industry members of the Foreign 
Petroleum Supply Committee. Proposed provisions of the plan were 
fully discussed, and certain changes incorporated at the suggestion of 
the Department of Justice. On August 10, 1956, after consultation 
with the Federal Trade Commission, I approved ‘the request, which 
was then sent by the Director of the Office of Defense Mobilization 
to the expected participants. This request, together with a list of the 
companies initially accepting it, was published on September 5, 1956, 
in the Federal Register (21 F. R. p. 6686). 

The plan of action creates a Middle East Emergency Committee 
consisting of representatives of United States petroleum concerns 
engaged in foreign operations. For the present, the activities of this 
committee and of its subcommittees are similar to those of the Foreign 
Petroleum Supply Agreement participants, except that the activities 
are directed to the Middle East crisis. While the plan provides for 
use of factilities of the main Foreign Petroleum Supply Committee 
where possible, the Administrator has since made a finding that such 
use is not feasible. 
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Action by the Middle East Emergency Committee must be pre- 
ceded by a written request of the Administrator or Director, a copy of 
which must be furnished me 72 hours before being sent to the com- 
mittee. Under the plan, the committee may make surveys and in- 
vestigations, and obtain, analyze and keep current pertinent informa- 
tion and data, with respect to foreign petroleum operations; estimate 
the petroleum requirements, product by product, of each foreign 
country or area to be supplied, and the supplies available therefor, and 
prepare and submit recommended schedules to the Administrator for 
each such foreign country or area; make recommendations with respect 
to stocks of petroleum to be maintained in friendly foreign nations, 
with primary consideration for the maintenance of adequate stocks of 
petroleum for military use; and make such other investigations, sur- 
veys and recommendations as may be requested by the Director to 
fulfill the purposes of the plan. 

In the event that the Administrator finds a substantial Middle East 
petroleum transport stoppage, the plan authorizes some or all of the 
participants, together with such others engaged in foreign petroleum 
operations as are designated by the Administrator, to take cooperative 
action to remedy the transportation stoppage through the most 
efficient use by any or all of the participants of the storage and trans- 
portation facilities available to any of them regardless of ownership. 
Also authorized would be the purchase, loan, sale, or exchange for dis- 
tribution in, to, or from foreign countries or areas of crude oil petroleum 
products and blending agents by and among the participants and others 
designated by the Administrator. Finally, there would be authorized 
alterations in the rate of production of crude oil and the manufacture 
of refined petroleum products in foreign areas for the purpose of 
alleviating the emergency created by the stoppage of transport. 

All of these emergency activities are unauthorized without the re- 
quired finding by the Administrator of a substantial Middle East 
petroleum transport stoppage, and none may be placed in operation 
except in accordance with schedules prepared and unanimously en- 
dorsed by a subcommittee, approved by the committee, determined by 
the Administrator to be necessary and a copy sent to the Attorney 
General. 

The limitations upon the disclosure, exchange or discussion of in- 
formation, data or country estimates, which were incorporated in 
section 11 of the amended Foreign Petroleum Supply Agreement, have 
been waived in the plan of action where such information, data or 
country estimates stem from the plan of action. The plan also pro- 
vided that the confidentiality of estimates by a company of its indi- 
vidual future production or sales must be preserved, unless the Ad- 
ministrator finds a substantial Middle East petroleum transport stop- 
page, or finds, with the concurrence of the Attorney General, that such 
limitation no longer serves the national interest. In the light of events 
in the Middle East, the Administrator made the latter determination, 
with which I concurred, on August 20, 1956. 

Pursuant to the responsibilities imposed upon me by the 1955 
amendments to section 708 of the Defense Production Act, representa- 
tives of the Department of Justice have attended meetings of the 
Middle East Emergency Committee and its subcommittees, and we 
will continue to keep abreast of their activities and proposed activities. 
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B. ARMY INTEGRATION COMMITTEES 


Since my last Defense Production Act report, there has been no 
addition nor deletion to the list of Army Integration Committees. 
There thus remain outstanding 10 Ordnance Ammunition Integration 
Committees, 6 Ordnance Tank-Automotive Integration Committees, 
1 Signal Corps Integration Committee and 1 Transportation Corps 
Integration Committee. 

As set out hereafter, the “open ending’”’ amendments reported in my 
report of May 9, 1956, have in many instances enabled former members 
of these committees, who had under the old plans become ineligible 
to continue their membership, to be reinstated to membership. In 
some instances, additional new members have, under the amendments, 
been requested to participate. 

However, it should be noted that the present activities of these 
committees have not reached the magnitude attained during the 
Korean emergency. With the exception of those committees involv- 
ing Government-owned contractor-operated plants (GOCO), the 
Signal Corps Quartz Crystal Committee and the Transportation Corps 
Army Aircraft and Maintenance Committee, the remainder of the 
committees have not met during the last quarter. The Army, on 
the other hand, stressing the desire of the cognizant commands to 
continue these committees, should maintain an effective industrial 
mobilization reserve for the items involved and provide the organ- 
ization for integrated industrial activity upon the occurrence of an 
emergency. In the present posture of Army procurement, it is the 
latter function of integration committees to which the Army attaches 
the greater importance. 

In the exercise of my duty under section 708 of the Defense Pro- 
duction Act of 1950, as amended, I have again weighed the national 
defense necessity of these outstanding voluntary agreements against 
their anticompetitive aspects. As a result, assuming that there is no 
immediate emergency, | am not wholly satisfied that sufficient energy 
is being displayed by a few of these integration committees to justify 
fully the Army belief that they substantially contribute to the national 
defense, now or in the immediate future. It is possible that the 
Army’s primary objective—that of maintaming the committee 
organizations for expeditious reactivation in an emergency—could be 
achieved by adopting a measure like that recently adopted for the 
Voluntary Tanker Capacity Agreement. By placing certain of these 
committees in an inactive status pending an emergency determination, 
the emergency defense needs can be met and, at the same time, certain 
anticompetitive dangers inherent in the plans can be minimized. 
This possibility, as well as the alternative of disapproving the inactive 
integration committees, is to be explored in conferences with repre- 
sentatives of the Army and of ODM in the immediate future. 

The following tabulation shows the actual and contemplated mem- 
bership changes under the original and the amended plans: 
Ordnance Ammunition Integration Committees: 

Ammunitions Loading: 
NE ON oh ta ih eels ey op tmewate word doaph pales 
Additional members since amendment___-_-..-..-----.---------- 
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Ordnance Ammunition Integration Committees—Continued 
Propellants and Explosives: 
OriginGs MGMT... «<26e-+404- i las aa i 
ED en tte ae coma I 
Small Arms Ammunition: 
Original members__-- - - anal 5 


Industry members to be added - 5 ote atest : 5 
Military members to be added __ - acdiieesmehien : 5 
Conventional Artillery and Mortar Shell: 
Original members___- 82 
Became ineligible under old plan but reinstated under amendment_ 62 
Members to be terminated___............--- 8 
Burster Casings: 
TAL CO ate ae 13 
Became ineligible under old plan but reinstated under amend- 
ment _ a ee 2 ee ae gece ats 7 9 
Members to be terminated_..___.__-____-.-__- * bd 4 
Cartridge Cases: 
Original members___-_- ~~~ al oi pods 25 
Became ineligible under old plan but reinstated under amend- 
ment___-- TEE Bn nate reds = 15 
Members to be terminated____.______-____- agi ius : 5 


) 3.5-inch Rocket: 
Original members___....-------- ok al . wa 19 
Became ineligible under old plan but reinstated under amend- 
i Went... wos ee een ee eS ee i a 15 
Members terminated___-__---_-- pi NO a ra A a a Sea 1 
) Beam bere tate termninnted 6 owe le ele ccw scales 1 
) Artillery Mechanical Time Fuze: 
i a te ba neta oad Wal ad 16 
i Became ineligible under old plan but reinstated under amend- 
| ING st. Park St eset ey ay Se od wettest Rea woee : 6 
iW Members terminated_________-------------_-_-- 6G2- I 
Members to be terminated__.__-.....-.--------- a 3 
| Military Pyrotechnics: 
ii Original members___- go - ae 
| Became ineligible under old plan but rei instated under amendment_- 7 
i Members to be terminated___- ie : 2 
i Fin Stabilized Artillery Ammunition: 
it Original members... ._- ay 
} Beeame ineligible under old plan but reinstated under amendment._ 12 
| 


Ordnance Tank-Automotive Integration Committees: 
Heavy Tactical Trucks: 


Original members_. SoU. 2UGL Jadid pik, delle 3 
Became ineligible under old plan but reinstated under amendment... 2 
Light and Medium Tactical Trucks: 
eer Senta 8 we hae ce 5 
Became ineligible under old plan but reinstated under amendment__ 4 
Light Gun Tank and Allied Combat Vehicle: 
Opteindl svicmbera. 3 iis 3 ix ne vis d- on wed 6 
Became ineligible under old plan but reinstated under amendment_- 5 


Medium and Heavy Gun Tank and Allied Combat Vehicle: 
an ON i tne nn tear etundinn sacvend 5 
Became ineligible under old plan but reinstated under old plan by 

hen cra a en ep a ce We ho cer rte dn i ener a ] 

Became ineligible under old plan but reinstated under amendment- 4 

Cast Armor for Track-Laying Vehicles: 

Se gan a a 8 
Became ineligible under old plan but reinstated under ame ndment. 5 
Tracks for Track-Laying Vehicles: 
ia Sannin maaaniwnmnnnee 8 
Became ineligible under old plan but reinstated under amendment. 6 
Signal Corps Integration Committee: 
Critical Quartz Crystals: 
Nee as xin nonin 20 
Became ineligible under old plan but reinstated under amendment. 13 
IO NT i i is tee tan benniemc 
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Transportation Corps Integration Committee: 
Army Aircraft and Maintenance 


This committee operates under a plan which from the beginning 
embodied rules of eligibility differing from those of earlier integration 
committee plans. No amendment of this plan was requested for the 
reason that all firms believed to be capable of substantial contribution 
to the operations of the committee were already eligible. There were 
10 original members, all of whom remain members. 


C. B-47 PRODUCTION COMMITTEE 


A recent communication from the Department of the Air Force 
advises that this production committee is still active. Present 
indications are that the supervision and guidance of this committee 
will be needed until late spring or early summer of 1957. The Depart- 
ment of the Air Force believes that the continued operation of this 
committee is in the public interest as contributing to the national 
defense. I concur in that view. The anticompetitive effects of this 
committee which may exist do not, in my opinion, outweigh the 
national defense benefits. 


D. USIA CLASSIFIED AGREEMENT 


The United States Information Agency continues to utilize this 
agreement, which, because of security considerations, may not be 
described herein. The sponsoring agency urges its continuation and 
its defense necessity. In my opinion the public interest served by 
this agreement continues to outweigh its anticompetitive effects. 


E. CONTRIBUTION OF TANKER CAPACITY AGREEMENT 


In my August 9, 1956 report, I advised that relatively few of the 
participants in the old plan had responded to requests to participate 
in the amended agreement. That situation generally prevails today. 
I understand that a fear exists among the participants in the old 
plan that the exercise by the Maritime Administrator of the authority 
contained both in the old and the amended plans to determine the 
“fair and equitable rate’ at which charters would be made might 
result in inequities to the participants. 

I have been assured that the companies are desirous of participating 
in the voluntary agreement as soon as agreement on this problem can 
be reached between the Maritime Administration and the prospective 


participants. 
Respectfully submitted. 


Hersert BRowNELL, Jr., 
Attorney General. 
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APPENDIX 








TaBLE I.—Number of patents owned and applied for, and percent of 1953 research 
and development cost accounted for by reporting companies by industry and size 


of company (for all companies reporting on patent ownership) 





| Number 
Number | of patent 
Industry and size of company | of patents | applications 
| owned pending 
| 
| 
a —_ -|— as | ros 
Sess .. .. ... dchaeanencelicabibacies ‘ 233, 300 | 65, 200 
Less than 1,000 employees__._._-_..-_-------- sx : 45, 100 | 12, 100 
1,000 to 4,999 employees___.........-.--.-- cemanaleea | 69, 700 | 20, 000 
5,000 or more employees............-- 118, 500 | 33, 100 | 
I aki ecacetncin cin bia ninkcmndcabanaaeRpaninnn a 50, 300 | 11, 000 
Less than 1,000 employees__........_________-- 22, 200 | 4, 300 
I i tp retaens 14, 900 3, 200 
Ne sean ouee waikaede 13, 200 | 3, 500 
Chemicals and allied products___.__.____- meee 2 33, 400 | 12, 200 
Tees Chae 1,000 Cele iiiithsie nn ieres etngn ce samsens | 5, 000 | 2, 300 
1,000 to 4,999 employees_____._..__--__----- . | 3, 600 1, 700 
eee al 24, 800 | 8, 200 
Electrical equipment. -.-............._..-- ; : | 27, 900 8, 400 
Less than 1,000 employees............-...-...- ; 4, 900 | 1, 700 
Se ee ON 56 in sn cnvdedaveddensndanie aa 8, 100 | 2, 700 
er CII io iscsi ccc sc wccoe cues 14, 900 4, 000 
Petroleum products and extraction......................- 18, 700 8, 100 
Less than 1,000 employees___.........-.------- 1, 400 | 300 
1,000 to 4,999 employees__...........-- 4, 400 2, 200 
5,000 or more employees____..._-_.--------- 12, 900 5, 600 
Professional and scientific instruments. _.................-.-- i. 16, 300 | 3, 300 
Less than 1,000 employees................-....-...-..-- 4, 000 1, 300 
1,000 to 4,999 employees_...............----- iooitiatedliés | 2, 500 700 
5,000 or more employees.._.........--------- 9, 800 | 1, 300 
i a hed ek dn isn ch cceeddcdoumaewes 86, 700 22, 200 
Less than 1,000 employees_...............-.---- Ss eat 7, 600 2, 200 
NO a eee neal | 36, 200 9, 500 
5,000 or more employees. .-_----- dietiidinnktnet alienate Rats 42, 900 10, 500 














| 


Percent of 
company 


| financed re- 


search and 
development 
cost ac- 
counted for 
by companies 
reporting 
on patent 
ownership 


53. 2 


41.7 
66.5 


36. 6 
68.8 
97.0 
84. 6 
76. 5 
75.2 
91.0 
37.1 
26. 4 
64.0 
35.3 


! Percents are calculated on the basis of all significant digits and therefore may not correspond with those 


indicated by the rounded figures shown. 


Source: Bureau of Labor Statistics, Department of Labor (not yet published). 
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Number of patents owned and applied for, and percent of 1953 research 


and development cost accounted for by reporting companies, by industry (for alli 
companies reporling on patent ownership) 


Industry and size of company 


All industries !_-._- 


Food and kindred products_-__-___.---- ; 
Textile mill products and apparel-. ---- 
Paper and allied products Te Shas 
Chemicals and allied products_-.____---- 
Petroleum products and extraction !__. 
Repier NIOGROE 8. onc c kee denen 
Stone, clay, and glass products-__- 
Primary metal industries & ; 
Fabricated metal products and ordnance 
Machinery ee ee 
Electrical equipment..- 
Aiveratt eat parts... 5 -......-..-... nenia 
Professional and scientific instruments 
Other manufacturing industries 2 

Construction ti aka aD alienntne due we 
Telecommunications and broadcasting -- 
Transportation and other public utilities ___- 
Other nonmanufacturing industries___-...---- 


Number 
of patents 
owned 


233, 300 


800 
000 


400 
, 700 
900 
500 
100 
600 
300 


— 


cr RS OO Go CO Se 


PH 


on 


tr 


16, 300 
32, 000 
1, 900 
9, 700 


600 | 


1, 100 


000 | 


7,900 | 
7, 500 | 





Number 
of patent 


Percent of 
company- 


| financed re- 


applications | 


pending 


65, 200 | 


1, 500 
900 


700 | 


2, 200 
8, 100 
300 
, 300 
300 
, 100 
000 
400 
300 
800 
600 
200 
400 
400 
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“100 08 00 
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| 
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search and 
development 
cost ac 
counted for 
by companies 
reporting 
on patent 
ownership 





53. 2 


58.5 
51.2 
63. 7 
75.9 
87.6 
32. 
59. 
80. 
42. 
65. 
50. 
80. 
84. 
11. 
43. 
93. 
58. 
32. 


Pd OO m1 6r OO 


on 


counc 


1 Includes a few companies with relatively small research programs engaged primarily in manufacturing 


coal products. 


2 Includes the motor-vehicle industry, for which the available data did not permit computation of separate 
estimates, and also tobacco manufacturers, lumber and wood products, furniture and fixtures, printing and 
publishing transportation equipment other than aircraft and motor vehicles, and miscellaneous manufactur- 


ing industries. 


Source: Bureau of Labor Statistics, Department of Labor (not yet published). 
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Chart A 
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1943-47) 
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August 27, 1947; 1940-87, Federal Funds for Science, 


fiscal years 1955, 1056, 1957. N 


Source: 1930-38, Science and Public Policy 
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TABLE III.—Distribution of patents owned and 1958 research and development cost 
by size of company and industry 


[Based only on companies both owning patents and conducting research and development] 


Research and « 
Patents owned ment cost of cor 
owning patent 


Industry and size of company 
Total Percent Millions of Percent 
number distribu- of dollars distribu- 
tion tion ! 


All industries - - 2 231, 100 100 


Less than 1,000 employees. 44, 100 19 
1,000 to 4,969 employees 69, 500 30 
5,000 or more employees pas 117, 500 50. § 


Machinery.___- gee 3 i 9, 700 100 
Less than 1,000 employees. = 21, 400 43 


1,000 to 4,999 employees a 4, 900 30. 
5,000 or more employees . | 13, 200 26 


Chemical and allied products. ____- i ‘ 33, 400 


Less than 1,000 employees. 4 5, 000 
1,000 to 4,999 employees a eas | 3, 600 
5,000 or more employees. --. 24, 800 


Electrical equinment...-....................- | 27, 700 


Less than 1,000 employees__________- , 800 | 
1,000 to 4,999 employees vey Whee. wee 8,000 | 
5,000 or more employees. _. Pa a , 900 


Petroleum products and extraction___.._________- 18, 700 


Less than 1,000 employees.___.___.______- 1, 400 
1,000 to 4,999 employees. ___ = ae 4, 500 
5,000 or more employees_-__- ie 12, 800 | 


Professional and scientific instruments. ____- ae 16, 300 | 


Less than 1,000 employees_- 
1,000 to 4,999 employees 
5,000 or more employees 


All other industries_____- 
Less than 1,000 employees... _- 


1,000 to 4,999 employees 
5,000 or more employees 


4, 100 


2, 500 


9, 800 | 


7, 300 
36, 000 


42,000 | 


85, 300 


15.1 
60. 


100. 


8.6 
42. 
49.2 


1 Totals and percents are calculated on the basis of all significant digits and therefore may not correspond 
exactly with those indicated by the rounded figures shown. 


2 Excludes 2,100 patents reported by companies which did not themselves conduct research and develop- 
ment during 1953. 


Source: Bureau of Labor Statistics, Department of Labor (not yet published). 
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CHaRT B 


CONTRASTING SURVEYS, FEDERAL RESEARCH & DEVELOPMENT =XPENDITURES 
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Cuart D 


COST OF COMPANY-FINANCED AND GOVE"NMENT 
FINANCED RESEARCH & DEVELOPMENT, BY INDUSTRY 


the Govern mest- Fine nce 


cen oeet Teer 
-* 
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oe oorsl 
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PROFESSIONAL INSTRUMENTS 
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ELECTRICAL EQUIPMENT 

AIRCRAFT 
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*In some instances, a relatively emall amount was financed from “other sources", and percentages will mot total 
100%. See table below. 
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Survey of Industry, 1953, 
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for National Science Foundation, 
not yet published 
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CALENDAR YEAR 1953 
(im millions of dollars) 


PERCENTAGE OF TOTAL, BY INDUSTRY CLASSIFICATION 1/ 


TRANSPORTATION AND OTHER PUBLIC 
UTILITIES [ ] 204 





OTHER NONMANUFACTURING INDUSTRIES 


1/ ‘the total cost of all research and development performed by industry is $3,664 million. 
2/ Includes a few companies with relatively small research programs engaged primarily in manufacturing coal products. 


3/ Includes the motor vehicle industry, for which the available data did not permit computation of separate estimates, and also tobacco 


manufactures, lumber and wood products, furniture and fixtures, printing and publishing, leather, transportation equipment other than 
aircraft and motor vehicles, and miscellaneous manufacturing industries. 


Source: Survey of Industry, 1953 
By Bureeu of Labor Statistics 
For National Science Foundation 
pot yet published 











LETTER FROM CHAIRMAN TO OFFICE OF DEFENSE 
MOBILIZATION 


Avueust 18, 1956. 
Hon. ArtHuR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington 25, D. C. 

Dear Dr. Fiemminea: My attention has been called to the an- 
nouncement that a Middle East Emergency Committee has been 
established under the Foreign Petroleum Supply Agreement authorized 
pursuant to section 708 of the Defense Production Act. 

As you will recall, the Attorney General was required by the Defense 
Production Act Amendments of 1955 to review this Agreement and to 
determine whether the adverse effects of the Agreement on the com- 
petitive free enterprise system outweighed the benefits of the Agree- 
ment to the national defense. After making this review, the Attorney 
General advised you that in his opinion the adverse effects of the 
Agreement—in its current form—upon the competitive free enterprise 
outweighed its benefits to the national defense, and stated that the 
Agreement could not continue in its then current form. In his supple- 
mentary report of February 20, 1956, the Attorney General stated 
that your Office and the Department of the Interior had agreed to a 
number of changes in the Agreement designed to eliminate the anti- 
trust problems raised by the earlier form of the Agreement. 

In his quarterly report of May 9, 1956, the Attorney General stated 
that requests had just been sent to members of the Foreign Petroleum 
Supply Agreement to take part in the revised Agreement. In his 
quarterly report of August 9, 1956, the Attorney General states that 
the Interior Department had advised that all the members of the old 
Agreement had agreed to participate in the revised Agreement; and 
further states that arrangements are being made to put the revised 
arrangement into effect, by setting up a staff of full-time Government 
employees, presumably subject to all the laws applicable to Govern- 
ment employees, including the conflict-of-interest statutes. 

I am concerned lest the same kind of delegation of governmental 
powers and authority to a private group which gave rise to the 
Attorney General’s objection to the earlier Foreign Petroleum Supply 
Agreement should occur again in the case of the new Middle East 
Emergency Committee. Bearing in mind the Attorney General’s 
statement that the 14 agreement members include 5.of the principal 
defendants and 6 more of the alleged coconspirators, affiliates or sub- 
sidiaries of defendants in the Government’s oil cartel case (which it is 
alleged, involves a division of world markets aided by information of 
the sort discussed in the meetings under the old Agreement), I am 
anxious to make sure that the operations of the Middle East Emer- 
gency Committee are clearly under the complete control of govern- 
mental officials sworn to protect the public interest and subject to all 
the conflict-of-interest statutes, that all decisions relating to govern- 
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mental actions will be taken by such Government officials, that all 
meetings will be conducted by such Government officials, ‘and that 
there will be no private interchange of information between partici- 
pants or private agreements by participants contrary to the Attorney 
General’s requirements for the amended Agreement. And especially, 
I should like to make sure that there is no delegation of governmental 
powers or authority to regulate competition and competitors to any 
private group, not subject to governmental supervision and control. 

I should accordingly like to have a full report on the Middle East 
Emergency Committee, with particular reference to its members, 
chairman, functions, duties, and procedures, together with copies of the 
parent Foreign Petroleum Supply Agreement and all requests and 
acceptances thereunder, and corresponding documents relating to the 
Middle East Emergency Committee. 

I note also from the Attorney General’s report of August 9 that the 
reorganization of the Contribution of Tanker Capacity Agreement had 
not been completed by that date. Since it appears possible that 
action under this Agreement may be appropriate in connection with 
any future oil shortages, I should appreciate your advising me whether 
it is your intention to make use of this Agreement before the time when 
the amendments required by the Attorney General as a prerequisite to 
continuing his approval of the Agreement, as required by the Defense 
Production Act Amendments of 1955, have been put into effect. 
Needless to say, I should consider such a course of action highly 
questionable. 

I should appreciate word from you on these points as soon as 
possible. 

In view of their interest in this matter, I am sending copies of this 
letter to our Attorney General and the Secretary of the Interior. 

Sincerely yours, 
J. W. Futpricut, Chairman. 


Carbon copy: Hon. Herbert Brownell, Jr., Hon. Fred A. Seaton. 





LETTER FROM DIRECTOR, OFFICE OF DEFENSE 
MOBILIZATION 


Executive OrFrice OF THE PRESIDENT, 
Orrice OF Derense MOBILIZATION, 
OFrFIce OF THE Drrecror, 
Washington 25, D. C., August 30, 1956. 
Hon. J. W. Futsrieur, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Dear Senator Futsricut: Thank you for your letter of August 
18, 1956, concerning the Middle East Emergency Committee recently 
established under the provisions of section 708 of the Defense Pro- 
duction Aci of 1950, as amended. I share your concern that the 
voluntary agreements entered into under that seciion should permit 
concerted action of private parties only to the extent necessary to 
achieve an overriding national-defense objective and then under 
governmental direction. 

As you are probably aware, the recent revision of the Voluntary 
Agreement Relating to Foreign Petroleum Supply, made as a result 
of the Attorney General’s review under the 1955 amendment to section 
708, recognized that in the event of an emergency outside of the United 
States a plan of action designed to eliminate or relieve petroleum short- 
ages affecting our defense mobilization programs or interests should be 
prepared and submitted to the appropriate Government officers for 
approval. Such an emergency has arisen in recent weeks from the 
possibility that supply through the Suez Canal and the Levant pipe- 
lines could be cut off. All departments and agencies concerned have 
recognized the existence of the threat. 

In accordance with section 6 of the Voluntary Agreement, the 
Secretary of the Interior requested the Committee to prepare an 
appropriate plan of action and notified the Director of the Office of 
Defense Mobilization and the Attorney General of that request. The 
draft plan was reviewed by Interior, Justice, and ODM and, after 
modification, was approved by each. The Acting Secretary of the 
Interior formally determined that there was an emergency, the 
Director of the Office of Defense Mobilization found that the Plan 
of Action was in the public interest as contributing to the national 
defense, and the Attorney General concluded that the benefits to the 
national defense outweighed its possible adverse effects upon the 
competitive free enterprise system. Copies of the Voluntary Agree- 
ment and the Plan of Action as well as of the request letters and the 
lists of companies participating in each are attached for your infor- 
mation. 

Because of the nature of the action which would be required to meet 
the potential oil shortage, the plan reflects some relaxation of the 
rules governing the activities of the Emergency Committee as com- 
pared to those ‘controlling the Foreign Petroleum Supply Committee. 
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We believe, however, that this relaxation of the rules is necessary to 
meet the needs of national defense and that the revised rules remain 
adequate to proper governmental direction and control of committee 
activities. You will note that meetings are to be called by the Depart- 
ment of the Interior and that the agenda is under its control, both in 
formulation and during conduct of the meetings. Schedules of action 
under the plan likewise would be subject to Government control. The 
Attorney General is to be kept informed of all activities of the 
Emergency Committee. The Office of Oil and Gas of the Department 
of the Interior is in charge of committee activities and would 
undoubtedly be willing to supply you with such additional operating 
details as you may require. 

In reply to your remarks on the possible use of the Voluntary 
Plan for the Contribution of Tanker Capacity, I can assure you that 
if it should become necessary to reactivate the Tanker Committee it 
would be done in strict accordance with the modified plan resulting 
from the Attorney General’s recent review. 

If you should require further information on this subject, please do 
not hesitate to let me know. 

Sincerely yours, 
ArtHuR 8S. FLiemminc, Director. 

Enclosures: FPS Agreement with request letter and acceptances 
Plan of Action with request letter and acceptances. 


May 8, 1956. 


VoLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY 
As AMENDED 


Sections 2, 3,4 (d), 5,7, and 11 of the Voluntary Agreement Relating 
to Foreign Petroleum Supply, dated May 1, 1953, and amended April 
15, 1954, are amended so that the agreement will read as follows 

Need for an Agreement.—Current worldwide supply and demand 
for petroleum products are most delicately balanced. There is only a 
negligible amount of world refining capacity not presently in operation. 
All operating refineries are running at approximately their normal 
maximum capacity. Loss of any si ubstantial current sources of world 
petroleum supply can seriously jeopardize the interests of the free 
nations of the world. 

The defense and security programs of the United States, and others 
of the United Nations, have accelerated essential demands for oil. 
Stocks of petroleum at various key points throughout the world must 
be maintained at satisfactory working levels. Any substantial diminu- 
tion in world petroleum supplies will direc ‘tly and adversely affect the 
interests of the United States, including the successful continuation 
of its mobilization program. Accordingly, the United States must be 
prepared to meet and handle immediately the problems inherent in 
any substantial loss of world petroleum supplies. 

It should be emphasized that petroleum supply is a worldwide 
matter and that shortages in one location necessarily inolve adjust- 
ments in remotely distant areas. This normal interreliance is sharply 
pointed up in times of emergency. 

It is believed that a committee composed of the American oil com- 
panies engaged in foreign petroleum operations can aid materially in 
meeting such problems. 
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2. What this Agreement does —This is a Voluntary Agreement under 
Section 708 of the Defense Production Act of 1950, as amended (64 
Stat. 818). This Agreement authorizes the formation of a committee 
and subcommittees to advise the Government of the United States on 
how best to obtain for use of the Government of the United States 
such information relating to foreign petroleum operations and to 
requirements and supplies of petroleum, as provided in Section 7 
hereafter, as may be requested by the Government, to advise the 
Government with respect to estimates as provided in Section 11 here- 
after, and upon request of the Government, as set forth in Section 6 
hereafter, to consider and make recommendations designed to prevent, 
eliminate or alleviate shortages of petroleum supplies in friendly 
foreign nations which threaten to affect or which do affect adversely 
the defense mobilization interests or programs of the United States. 
It establishes procedures under which persons engaged in foreign 
petroleum operations and participating in this Agreement can take 
cooperative action requested or approved by the Government as 
hereinafter set forth among themselves or with appropriate designated 
agencies, committees or other persons to accomplish the objective of 
this Agreement. 

3. Definitions —As used in this Agreement: 

(a) ‘Administrator’? means the Secretary of the Interior or the 
Assistant Secretary of the Interior—Mineral Resources. 

(b) “Committee” means the Foreign Petroleum Supply Committee 
and the Executive Committee thereof created pursuant to Section 4 of 
this Agreement. 

(c) “Subcommittee” means any Subcommittee created pursuant to 
Section 4 of this Agreement. 

(d) “Director” means such person in the Office of Oil and Gas of the 
Department of the Interior as the Administrator may designate. All 
powers granted herein to the Director shall be possessed also by the 
Administrator. 

(e) “Foreign country or area’? means any country or area outside 
the continental United States. 

(f) “Person” means any individual, partnership, association, busi- 
ness trust, corporation or organized group of individuals, whether 
domestic or foreign and whether incorporated or not, engaged in 
foreign petroleum operations. 

(g) “Petroleum” means crude petroleum, petroleum products of 
all kinds, and blending agents used in the manufacture of petroleum 
products, except those which the Administrator may exclude from the 
operation of this Agreement. 

(h) “Foreign Petroleum Operations” means the production, refining, 
transportation, storage, supply or distribution of petroleum in any 
foreign country or area, the export of petroleum from or the import 
of petroleum into any foreign country or area by any person directly 
as principal or indirectly by agent, affiliate, or otherwise. 

(i) “Plan of Action’? means the recommendation of the Committee 
to the Administrator pertaining to the solution of such problem or 
problems as the Director has requested the Committee to consider. 

(j) “Schedule” means that document issued by the Administrator 
which sets forth the detailed operating procedures or actions to be 
taken to implement an approved Plan of Action. 

4. Formation of committees —(a) A “Foreign Petroleum Supply 
Committee” shall be appointed by the Administrator to assist the 
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Administrator to accomplish the objectives of this Agreement. The 
Committee members shall be those American petroleum companies 
engaged in foreign petroleum operations which are participants in 
this Agreement. Each member shall have one representative sitting 
on the Committee and an alternate to sit in his absence or disability. 
Each representative of each member of the Committee shall be a 
senior official of the participating company he represents. 

(b) The Administrator may appoint from the Committee member- 
ship an Executive Committee which shall perform all duties and 
functions of the Committee when the latter is not in session, and may, 
from time to time, alter the membership thereof. Individuals ap- 
pointed to serve on the Executive Committee shall be chosen by the 
Administrator from among those individuals who are representatives 
or alternates of the members of the Committee. 

(c) The Administrator may appoint subcommittees from the 
members of the Committee to assist the Committee in performing 
its duties and functions, and may, from time to time, alter the mem- 
bership thereof. Representatives on subcommittees need not be the 
same individuals representing members on the Committee. 

(d) The Administrator shall designate for the Committee and each 
subcommittee thereof (including the Executive Committee) a Chair- 
man who shall be a full-time salaried employee of the United States 
Government. The Chairman of the Committee, and the subcom- 
mittee chairman under his direction, shall have the primary responsi- 
bility for carrying out the tasks assigned to the Committee by the 
Administrator. 

5. Meetings —(a) Meetings of the Committee and of the subcom- 
mittees shall be held at the call of their respective chairmen and will 
be conducted by such chairmen. 

(b) The agenda for meetings of the Committee and any subcom- 
mittee shall be initiated and formulated in advance of the meeting by 
the Administrator or Director. Matters may be added to such 
agenda by the chairman of the Committee or of subcommittee. 

(c) The Chairman of the Committee shall maintain such staff and 
other persons, appointed by the Administrator, as may be requisite 
to discharge the duties and functions conferred upon him pursuant to 
this Agreement. The staff and other appointees shall be employees 
of the United States Government. 

(d) Each meeting of the Committee and subcommittees shall be 
open to any member of the Committee or any subcommittee, to repre- 
sentatives of any Government agency, and to any individual desig- 
nated by the Director. Full and complete notes, and full and com- 
plete minutes prepared therefrom, of the proceedings of all meetings 
shall be kept under the direction of chairmen by members of their 
staffs. These notes and minutes, as well as all other data available 
to the chairmen, shall be made available to the Attorney General or 
his delegate. 

6. Operation under this Voluntary Agreement.—(a) Whenever the 
Administrator determines that an emergency exists outside the United 
States which requires action designed to prevent, eliminate or alleviate 
shortages of petroleum supplies which threaten to adversely affect 
the defense mobilization interests or programs of the United States, 
the Director shall submit to the Committee a request in writing to 
prepare one or more plans of action to meet said emergency. 
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(b) The Committee shall prepare and submit in writing to the 
Administrator recommended plans of action for the solution of the 
problems presented to the Committee under 6 (a). 

(c) Prior to any request to the Committee to prepare a Plan of 
Action under this section, the Administrator shall notify the Attorney 
General. 

(d) Each plan of action shall describe the manner in which the 
Committee recommends that the problem or problems submitted to 
it be solved, including a statement of such facts as the companies who 
will participate thereunder, the geographic area or areas affected, 
the nature of the action to be taken and such other material facts as 
may be necessary for consideration of the plan for approval under 
Section 708 of the Defense Production Act of 1950, as amended. 

(e) If the plan of action is approved by the Administrator, he will 
submit it to the appropriate Government agencies in accordance with 
Section 708 of the Defense Production Act of 1950, as amended. 

(f) Prior to an appropriate approval in respect of the plan of action 
under Section 708 of the Defense Production Act of 1950, as amended, 
and if so specifically requested in writing by the Administrator, the 
Committee may prepare proposed schedules implementing the plan of 
action and submit such schedules to the Administrator for his con- 
sideration. Upon approval of the plan of action under Section 708 
of the Defense Production Act of 1950, as amended, and approval and 
issuance of the schedules by the Administrator, action may be taken 
pursuant to such schedules. 

7. Other Committee functions.—Upon written request of the Director, 
the Committee and subcommittees shall devise methods for the 
efficient collection by the chairmen and staff of the Committee and 
subcommittees of foreign petroleum information. Included among 
such methods will be the preparation by the Committee and subcom- 
mittees of questionnaires and forms designed to elicit responses in 
uniform terms from available sources of information. Based upon 
these responses the Chairman of the Committee and the chairmen of 
the subcommittees and the staff shall prepare— 

(a) Current and pertinent surveys and analyses of foreign 
petroleum operations; 

(b) Estimates of the petroleum requirements and stocks neces- 
sary to meet such requirements (product by product) of each 
foreign country or area to be supplied and the supplies to be made 
available therefor. 

8. Eiffectwation of schedules.—(a) All schedules authorized to be 
prepared and submitted pursuant to this Agreement in implementa- 
tion of a plan of action which has been approved as provided in 
Section 6 hereof shall, after such modification or revision as the 
Administrator shall determine to be necessary, be issued by the 
Administrator and no such schedules shall become effective until so 
issued. Upon issuance of any such schedule, copies thereof shall be 
forwarded to the Committee and the appropriate Subcommittees 
and to all participants named therein and all participants who may be 
affected by such schedule shall carry it into effect according to its 
terms, conditions and intent. The Administrator may reject any 
schedule prepared and submitted to him and may, at any time, if in 
his judgment such action is necessary, terminate and cancel, in whole 
or in part, any schedule which he has issued. 
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(b) Any participant affected by any schedule issued in accordance 
with the foregoing subparagraph, who considers that compliance 
therewith will work an exceptional and unreasonable hardship upon 
him, may request the Administrator to review such schedule. Such 
request shall be in writing and shall set forth the pertinent facts and 
the reasons why he considers himself entitled to relief, and the Admin- 
istrator shall act promptly upon such request and render a decision 
thereon within a period of fifteen (15) days. 

9. Emergency action—In cases of need for alterations in any 
schedule referred to in Section 8 of this Agreement which arise subse- 
quent to the issuance thereof, the Administrator, if he deems such 
action necessary, may make specific changes in or modifications of 
any such schedule. Such changes or modifications shall be in writing 
and copies thereof shall be forwarded to the Committe e, any appro- 
priate Subcommittee and to all participants affected thereby. 

10. Coordination and cooperation.—In carrying out the provisions 
of this Agreement, the Committee, the subcommittees, and all par- 
ticipants shall endeavor to coordinate their activities with, and shall 
cooperate with such agencies, committees and other persons as may 
be designated in writing by the Director. 

11. Collection of information.—In complying with any request of the 
Administrator or Director, the Chairman of the Committee and of 
each subcommittee may direct such inquiries to, and request and 
obtain information individually from, persons engaged in foreign 
petroleum operations as may ‘be necessary or appropriate. Upon 
receipt of such information, the Chairman, the subcommittee chair- 
men and the staff shall disclose it only to the ‘Administrator or Director. 
The Chairman, the subcommittee chairmen and the staff shall collate 
and evaluate the information received and derive therefrom the 
surveys, analyses and estimated specified in Section 7 above. Pur- 
suant to these duties, the chairmen may consult with their respective 
committees and subcommittees with respect to the reliability of the 
various sources of information and with respect to the accuracy of 
overall estimates for any area or country by whomsoever prepared as 
to any aspect of foreign petroleum operations, including requirements 
and supplies of petroleum: Provided, that the chairmen or their staffs 
will not divulge data as to individual company operations; that 
country estimates will not be circulated or discussed where, in the 
judgment of the Government chairman of the Committee or subcom- 
mittees concerned, as expressed in its minutes, from country esti- 
mates data as to an individual company’s operations, past or future, 
might reasonably be deduced; and that this Agreement does not 
authorize the communication of information, directly or indirectly, 
between competing petroleum companies or their representatives 
except at meetings of committees or subcommittees as provided above 

12. Committee representation.—Any individual appointed to repre- 
sent a member on the Committee or any subcommittee, either as 
representative or alternate, shall, prior to acting thereon, advise the 
Administrator in writing either by letter or telegram of his acceptance 
of such appointment. Such written acceptance shall be directed to 
the Administrator in the following form and shall obligate the individ- 
ual as stated: 
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Dear Sir: I hereby agree to become a representative of (here 
insert name of company), a participant in the Voluntary Agree- 
ment Relating to Foreign Petroleum Supply and accept appoint- 
ment as such representative on (here state name of committee 
or subcommittee) created pursuant to said Agreement. 

I hereby agree to use my best efforts to discharge the duties 
and functions incident to such representation adequately and 
expeditiously and in accordance with my individual experience 
and judgment. 

Sincerely, 
(Signature) 


13. Procedure for and effect of becoming a participant.—(a) After 
approval of this Agreement by the appropriate Government official 
as provided in Section 708 of the Defense Production Act of 1950, as 
amended, and after requests for participation in it have been approved 
by the Attorney General and have been made of persons engaged in 
foreign petroleum operations by such Government official, such 
persons may become participants in this Agreement by advising such 
Government official in writing of acceptance of such request. Such 
requests will be effective for the purpose of granting certain immunity 
from the antitrust laws and the Federal Trade Commission Act as 
provided in Seetion 708 (b) of the Defense Production Act of 1950, as 
amended, only with respect to such persons as notify such Govern- 
ment official in writing that they will comply with such request and 
only with respect to such acts by such persons as are within the scope 
of this Agreement. 

(b) This Agreement shall not be construed as directing or requiring 
any participant to take any action, to carry into effect any schedule, 
which would conflict with any applicable laws or regulations of any 
foreign country or area or with any obligation of such participant 
which existed on the date the Director submitted to the Committee 
any request which results in the issuance of such schedule. 

14. Effective date and duration.—This Agreement shall become 
effective upon the date of its approval by the Director of the Office 
of Defense Mobilization. It shall cease to be effective at the termina- 
tion of Title VII of the Defense Production Act of 1950, as amended, 
unless the time limitation now specified in Section 716 (a) of said Act 
is extended or otherwise changed by legislative action in a form which 
permits continuation of this Agreement. However, the Agreement 
may be terminated at any time as may be determined by the Adminis- 
trator upon notice by letter, telegram, or publication in the Federal 
Register. 

15. Withdrawal from Agreement.—Any participant may withdraw 
from this Agreement subject to the fulfillment of obligations incurred 
under this Agreement prior to the date such withdrawal becomes 
effective by giving not less than 30 days’ written notice to the Ad- 
ministrator. 

16. It is understood that the Voluntary Agreement Relating to the 
Supply of Petroleum to Friendly Foreign Nations, dated June 25, 
1951, is at an end and is no longer of any force or effect as to any act or 
omission to act subsequent to its termination. 
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This letter inviting participation in the Voluntary Agreement Re- 
lating to Foreign Petroleum Supplies has been accepted by the 
attached list of companies. 


GENTLEMEN: Pursuant to the Defense Production Act Amendments 
of 1955, the Attorney General has reviewed the defense need for 
voluntary agreements existing under section 708. With reference to 
the Voluntary Agreement Relating to Foreign Petroleum Supply, after 
consultation with the Office of Defense Mobilization and the Depart- 
ment of the Interior, it has been decided that the attached amended 
agreement would be desirable. 

You are requested to participate in the Voluntary Agreement 
Relating to Foreign Petroleum Supply, as amended (copy attached). 
The Attorney General has approved this request after consultation 
with respect thereto between his representatives, representatives of 
the Chairman of the Federal Trade Seuheniadiien and my representa- 
tives, pursuant to section 708 of the Defense Production Act of 1950, 
as amended. 

I approve the Voluntary Agreement, as amended, and find it to be 
in the public interest as contributing to the national defense. Im- 
munity from prosecution under the Federal antitrust laws and the 
Federal Trade Commission Act will continue upon your acceptance 
of this modified request, provided that your acts relative to such 
participation are within the limits set forth in the voluntary agreement, 
as amended. 

Your cooperation in this matter will be appreciated. 

Sincerely yours, 
ArtHur S. FLiemmina, Director. 


Arabian American Oil Co., 505 Park Avenue, New York, N. Y. 

Caltex Oil Products Co., 380 Madison Avenue, New York, N. Y. 

Cities Service Co., 70 Pine Street, New York, N. Y. 

Creole Petroleum Corp., 350 Fifth Avenue, New York, N. Y. 

Getty Oil Co., 1050 Subway Terminal Building, Los Angeles, Calif. 

Gulf Oil Corp., Gulf Building, Pittsburgh, Pa. 

Sinclair Oil Corp., 600 Fifth Avenue, New York, N. Y. 

Socony Mobil Oil Co., Inc., 26 Broadway, New York, N. Y. 

Standard Oil Company of California, 225 Bush Street, San Francisco, 
Calif. 

Standard Oil Co. (New Jersey), 30 Rockefeller Plaza, New York, N. Y. 

Standard-Vacuum Oil Co., 26 Broadway, New York, N. Y. 

Superior Oil Co., 601 West Fifth Street, Los Angeles, Calif. 

The Texas Co., 135 East 42d Street, New York, N. Y. 

Venezuelan Petroleum Co., 600 Fifth Avenue, New York, N. Y. 


Avuecust 10. 1956. 


PLAN or Action UNDER VoLUNTARY AGREEMENT RELATING TO 
ForEIGN PETROLEUM SUPPLY 


This is a Plan of Action submitted pursuant to Section 6 of the 
Voluntary Agreement Relating to Foreign Petroleum Supply, as 
amended May 8, 1956, hereinafter called the ““Voluntary Agreement.” 
It has been duly recommended to, and approved by, the Administrator 
and has been submitted to the appropriate Government agencies; all 
pursuant to Section 708 of the Defense Production Act of 1950, as 
amended, and the Voluntary Agreement. 
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1. Need for Plan of Action 


The defense and security programs of the United States and others 
of the United Nations have accelerated essential demands for petro- 
leum. There may arise in the immediate future interference with the 
normal movements of petroleum adversely affecting the defense mobili- 
zation interests or programs of the United States and caused by loss or 
stoppage, in whole or in part and for whatever cause, of transportation 
through any pipeline system delivering petroleum to the Eastern 
Mediterranean or through the Suez Canal or both. 

In view of the foregoing, the Administrator has determined that an 
emergency exists outside the United States which requires the develop- 
ment of a plan of action pursuant to the Voluntary Agreement. It is 
believed that a committee composed of the American oil companies 
engaged in foreign petroleum operations can aid materially in meeting 
such problems as may arise because of the foregoing by considering 
such problems and making recommendations for action to be taken 
which will either compensate for or alleviate shortages which might 
otherwise arise. 


2. What this plan does 


This Plan of Action’s prime goal is to help formulate and carry out 
measures to meet petroleum shortages and dislocations in the event 
of any substantial Middle East petroleum transport stoppage. To 
most rapidly fulfill this function, should such stoppage occur, imme- 
diate planning is needed. ‘To carry out this task, the plan authorizes 
creation now of a “Middle East Emergency Committee,’’ composed 
of certain American petroleum companies engaged in foreign petroleum 
operations. This Committee, upon written request of the Adminis- 
trator or Director (a copy of which request shall be furnished the 
ae General at least 72 hours before sent to the Committee) 
shall— 

(a) Make surveys and investigations of and obtain, analyze, and 
keep current pertinent information and data with respect to foreign 
petroleum operations. 

(b) Estimate the petroleum requirements (product by product) of 
each foreign country or area to be supplied and the supplies available 
therefor and prepare and submit recommended schedules to the 
Administrator for each such foreign country or area. 

(c) Make recommendations with respect to stocks of petroleum to 
be maintained in friendly foreign nations, with primary consideration 
for the maintenance of adequate stocks of petroleum for military use. 

(d) Make such other investigations, surveys and recommendations 
as may be requested by the Director to fulfill the purpose of this plan. 

If the Administrator finds a substantial Middle East petroleum 
transport stoppage, this plan also authorizes cooperative action in 
foreign petroleum operations by some or all of the participants herein, 
and by such other persons engaged in foreign petroleum operations 
as are designated by the Administrator, in schedules issued hereunder, 
as follows: 

(e) In order to assure the maximum transportation and distribution 
of crude oil and refined products to or from the countries and areas 
specified in Section 8 hereof, the participants herein may arrange, 
between and among themselves and with such other persons engaged 
in foreign petroleum operations as are designated by the Adminis- 
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trator, in schedules issued hereunder, for the most efficient use, with- 
out regard to ownership, of terminal and storage facilities and tankers, 
pipe line capacities and other transportation facilities so as to minimize 
duplications, multiple loadings and discharging, split cargoes, long 
hauling, cross hauling and back hauling, and idle time in port. The 
details of the arrangements authorized ‘by and made pursuant to this 
subparagraph shall be specified in sche dules to be prepared, approved 
and issued from time to time pursuant to the provisions of Section 7 
of this plan. 

(f) Arrangements among the participants herein for the purchase, 
loan, sale or exchange for distribution in, to or from foreign countries 
or areas, of crude oil, petroleum products and blending agents by and 
among themselves and such other persons engaged in foreign petro- 
leum operations as are designated by the Administrator in schedules 
issued hereunder, to the end that there shall be a maximum distribu- 
tion of crude oil and refined products required in areas affected by the 
emergency above described. The details of the specific purchases, 
loans, sales or exchanges authorized by and made pursuant to this 
subparagraph shall be set forth in schedules to be prepared, approved 
and issued from time to time pursuant to Section 7 of this plan. 

(g) Alterations in the rate of production of crude oil and the manu- 
facture of refined petroleum products in such foreign areas as may be 
appropriate with the purpose of alleviating the emergency above 
described. Such alterations may be accomplished by any one or more 
appropriate methods including the following: increasing or decreasing 
drilling for or production of oil, transportation facilities, crude through- 
put facilities, adjustments in the through-put quality specifications or 
yields or conversion of equipment now installed from the manufacture 
of any one particular petroleum product to the manufacture of another 
petroleum product, the processing of selected crudes or the exchange 
of components between various refineries, processing agreements or 
exchange of refinery capacity. The specific details of such alterations 
and particular operations pursuant to this Plan of Action by any one 
or more of the participants herein, acting either as principal or through 
a person named on a schedule to be issued hereunder, shall be set forth 
from time to time in schedules to be prepared, approved and issued 
pursuant to Section 7 of this plan. 


3. Formation of committees 


(a) A ‘‘Middle-East Emergency Committee’ (referred to through- 
out this Plan of Action as the “Committee”’) shall be appointed by the 
Administrator. At this time its sole functions shall be to investigate 
problems arising by reason of the considerations set forth in Section 1 
and to make recommendations. In the event the Administrator finds 
a substantial Middle East petroleum transport stoppage, the Com- 
mittee shall then be authorized to take that additional cooperative 
action described in subsections (e), (f), and (g) of Section 2. The 
Committee members shall be those American petroleum companies 
engaged in foreign petroleum operations which are participants in this 
Plan of Action. Each member shall have one representative sitting 
on the Committee and an alternate to sit in his absence or disability. 
Each representative of each member of the Committee shall be 
senior official of the participating company he represents. 

(b) The Administrator may appoint from the Committee member- 
ship an Executive Committee which shall perform all duties and 
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functions of the Committee when the latter is not in session, and may, 
from time to time, alter the membership thereof. Individuals ap- 
pointed to serve on the Executive Committee shall be chosen by the 
Administrator from among those individuals who are representatives 
or alternates of the members of the Committee. 

(c) The Administrator may appoint subcommittees from the mem- 
bers of the Committee to assist the Committee in performing its 
duties and functions, and may, from time to time, alter the member- 
ship thereof. Representatives on subcommittees need not be the 
same individuals representing members on the Committee. 

(d) The Administrator shall designate, from the representatives of 
members and their alternates, the individuals who are to serve as 
Chairmen of the Committee, the Executive Committee thereof and 
any Subcommittee appointed pursuant to this Plan of Action. 

(e) Meetings of the Committee, the Executive Committee and all 
subcommittees shall be held upon the call of the Administrator or 
Director. Such calls shall designate the place of the meeting and 
shall be by letter or by telegram or telephone confirmed by letter. 
Meetings of subcommittees shall be held at such times as the Adminis- 
trator shall designate in the written notices of appointment of such 
Subcommittees or upon the call of the Director. 

(f) The agenda for meetings of all committees and subcommittees 
shall be initiated and formulated in advance of the meeting, and fur- 
nished in advance to the Attorney General, by the Administrator or 
the Director. With the consent of a representative of the Adminis- 
trator present at the meeting, matters may be added to such agenda 
by the chairmen of such committees. 

(g) The Committee may maintain such office and staff and appoint 
such persons as may be requisite to discharge the duties and functions 
conferred upon them pursuant to this Plan of Action. Operating 
expenses of the Committee and subcommittees shall be met from a fund 
to which voluntary contributions may be made by persons participat- 
ing in this Plan of Action and such funds may be solicited by the 
Committee. 

(h} All meetings of committees and subcommittees shall be attended 
by a full-time salaried Government employee who acts as a representa- 
tive of the Administrator. In addition, such meetings shall be open 
to any member of the Committee or any subcommittee, to representa- 
tives of any Government agency, and to any other individual desig- 
nated by the Director. Full and complete minutes of all meetings 
shall be kept and copies thereof, certified by him to be a full, complete, 
and accurate account of such meeting shall be sent to the Administrator 
and made available to the Attorney General. Also to be made avail- 
able to the Attorney General upon his request are all records, data 
gathered, and recommendations made by the Committee or any sub- 
committee. Finally, the Government representative, in his sole 
judgment, shall determine whether any question, topic, or discussion 
falls within the agenda set by terms of Section 3 (f) and limit 
discussions to the agenda. 


4. Coordination and cooperation 


In carrying out the provisions of this Plan of Action, the Committee, 
the subcommittees, and all participants shall endeavor to coordinate 
their activities with, and shall cooperate with such agencies, com- 
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mittees and other persons as may be designated in writing by the 
Administrator or the Director. 


5. Collection of Information 

In carrying out its duties and functions, the Committee and each 
Subcommittee may, with the prior consent of the Government repre- 
sentative, direct such inquiries to and request and obtain information 
from persons engaged in foreign petroleum operations as may be neces- 
sary or appropriate. Such information, however, shall so far as the 
Administrator deems feasible be collected under procedures of the 
Voluntary Agreement for Foreign Petroleum Supply, as amended May 
8, 1956. 
6. Committee Representation 

Any individual appointed to represent a member on the committee 
or any subcommittee, either as representative or alternate, shall, prior 
to acting thereon, advise the Administrator in writing either by letter 
or telegram of his acceptance of such appointment. Such written 
acceptance shall be directed to the Administrator in the following 
form and shall | obligate the individual as stated: 

Dear Srr: I hereby agree to become a representative of (here 
insert name of company), a participant in the Plan of Action 
pursuant to the Voluntary Agreement relating to Foreign Petro- 
leum Supply as amended May 8, 1956, and accept appointment as 
such representative on (here state name of committee or subcom- 
mittee) created pursuant to said Plan of Action. 

I hereby agree to use my best efforis to discharge the duties 
and functions incident to such representation adequately and 
expeditiously and in accordance with my individual experience 


and judgment. 
Sincerely, 


(Signature ) 
7. Implementing schedules 

(a) This Plan of Action will be implemented by schedules setting 
forth in detail the operating procedures or actions which are to be 
taken hereunder. Schedules prepared by a subcommittee and recom- 
mended by the unanimous vote taken at a meeting thereof shall, after 
approval by the Committee, be forwarded directly to the Adminis- 
trator and a copy thereof furnished to the Attorney General. 

(b) All schedules authorized to be prepared and submitted pursuant 
to this Plan of Action shall, after such modification or revision, if any, 
as the Administrator shall determine to be necessary, be issued by 
the Administrator and no such schedules shall become effective until 
so issued. Upon-issuance of any such schedule, copies thereof shall 
be forwarded to the Committee and the appropriate subcommittees 
and to all participants named therein and all participants who may be 
affected by such schedules (acting directly as principal or indirectly 
by agent, affiliate or otherwise) shall carry it into effect according to 
its terms, conditions and intent. The Administrator may reject any 
schedule prepared and submitted to him and may, at any time, if in 
his judgment such action is necessary, terminate, modify or cancel, 
in whole or in part, any schedule which he has issued. 

(c) Any participant ‘affected by any schedule issued in accordance 
with the foregoing who considers that compliance therewith will 
work an exceptional and unreasonable hardship upon him, may 
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request the Administrator to review such schedule. Such request 
shall be in writing and shall set forth the pertinent facts and the 
reasons why he considers himself entitled to relief, and the Admin- 
istrator shall act promptly upon such request and render a decision 
thereon within a period of fifteen (15) days. 

(d) In cases of need for alterations in any schedule referred to in 
this Plan of Action which arise subsequent to the issuance thereof, 
the Administrator, if he deems such action necessary, may make 
specific changes in or modifications of any such schedule. Such 
changes or modifications shall be in writing and copies thereof shall be 
forwarded to the Committee, any appropriate subcommittee and to 
all participants affected thereby. 


8. Areas of operation 


The principal foreign areas directly affected by the emergency in- 
clude United Kingdom, France, West Germany, Austria, Norway, 
Sweden, Denmark, Belgium, Netherlands, Luxembourg, Eire, Yugo- 
slavia, Turkey, Jordan, Syria, Lebanon, Greece, Italy, Switzerland, 
Spain, Portugal, Africa, Aden, Iraq, [ran, Saudi Arabia, Kuwait, 
Qatar, Israel, India, Pakistan, Japan, Indonesia, Ceylon, South 
Korea, South Vietnam, Cambodia, Laos, Philippines, Formosa, Latin 
America, West Indies, Thailand, Burma, Malaya, Canada, Australia 
and New Zealand. To overcome shortages of the magnitude in- 
volved, it will be necessary to make numerous alterations and adjust- 
ments in foreign petroleum operations, with assistance to one area 
necessarily involving adjustments in other areas, including not only 
the directly affected areas specified above but also remotely distant 
areas including the Western Hemisphere. 

9. Companies participating in plan 

The companies which, it is contemplated, will participate in this 
Plan of Action are listed in Exhibit A attached hereto and made a 
part hereof. Additional companies may participate when so re- 
quested by the appropriate Government officials. 


10. Procedure for and effect of becoming a participant 

(a) After approval of this Plan of Action by the appropriate Gov- 
ernment official as being in accordance with Section 6 of the Voluntary 
Agreement and Section 708 of the Defense Production Act of 1950, as 
amended, and after requests for participation in it have been approved 
by the Attorney General and have been made of persons engaged in 
foreign petroleum operations by such Government official, such persons 
may become participants under the Voluntary Agreement and this 
Plan of Action by advising such Government official in writing of 
acceptance of such requests. Such requests will be effective for the 
purpose of granting certain immunity from the antitrust laws and the 
Federal Trade Commission Act as provided in Section 708 (b) of the 
Defense Production Act of 1950, as amended, only with respect to 
such persons as notify such Government official in writing that they 
will comply with such request. 

(b) This Plan of Action shall not be construed as directing or 
requiring any participant to take any action to carry into effect any 
schedule, which would conflict with any applicable law or regulation 
of any foreign country or area or with any obligation of such partici- 
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pant which existed on the date the Director submitted to the Com- 
mittee any request which results in the issuance of such schedules. 


11. Incorporation by reference 

(a) The provisions of the Voluntary Agreement are incorporated 
in this Plan of Action as if set forth fully. To the extent that this 
Plan of Action may be at variance with said Voluntary Agreement, 
the latter’s terms shall be deemed amended for the purpose of action 
taken under this Plan of Action. 

Limitations contained in Section 11 of said Voluntary Agreement 
upon the disclosure or divulging of information or data to, or exchange 
of information or data between, members of the Committee or of 
subcommittees, or upon the circulation or discussion of country 
estimates, or upon consultation between the chairman and _ their 
respective committees and subcommittees, are not to be construed to 
apply to information, data or country estimates requested, furnished, 
derived or prepared pursuant to this Plan of Action: Provided, how- 
ever, That until the Administrator finds a substantial Middle-East 
petroleum transport stoppage, or until he determines, with the 
approval of the Attorney General, that the following limitations no 
longer serve the national interest, no one but the Administrator or 
his Government representative may have access to any individual 
company estimates of its own future production and sales. And no 
such individual company future estimates shall be discussed by any 
committee or subcommittee. 

Effective date and duration 

This Plan of Action shall become effective upon the date of its 
approval by the Director, Office of Defense Mobilization. It shall 
cease to be effective at the termination of Title VII of the Defense 
Production Act of 1950, as amended, unless the applicable time 
limitation now specified in said Act is extended or otherwise changed 
by legislative action in a form which permits continuation of this 
Plan of Action. This Plan of Action may be terminated at any time 
as may be determined by the Administrator upon notice by letter, 
telegram, or publication in the Federal Register. 

13. Withdrawal from Plan of Action 

Any participant may withdraw from this Plan of Action subject to 
the fulfillment of obligations incurred under this Plan of Action prior 
to the date such withdrawal becomes effective by giving not less than 
thirty (30) days’ written notice to the Administrator. 

This letter was addressed and sent to the attached list of companies 
requesting their participation in the Plan of Action under the Volun- 
tary Agreement Relating to Foreign Petroleum Supply, as amended. 

GENTLEMEN: You are requested to participate in the enclosed Plan 
of Action which was prepared in accordance with the provisions of 
section 6 of the previously approved Voluntary Agreement entitled 
“Voluntary Agreement Relating to Foreign Petroleum Supply, as 
amended.” In my opinion, your participation will greatly assist in 
the accomplishment of our national defense program. 

The Attorney General has approved this request after consultation 
with respect thereto between his representatives, representatives of 
the Chairman of the Federal Trade Commission and my represen- 
tatives, pursuant to section 708 of the Defense Production Act of 1950, 
as amended. 
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I approve the Plan of Action under the Voluntary Agreement 
Relating to Foreign Petroleum Supply and find it to be in the public 
interest as contributing to the national defense. You will become a 
participant therein upon advising me in writing of your acceptance of 
this request. Will you kindly also send a copy of your acceptance to 
the Director, Office of Oil and Gas, Department of the Interior, Wash- 
ington 25, D. C. Immunity from prosec ution under the Federal 
antitrust laws and the Federal Trade Commission Act, as provided in 
the Defense Production Act of 1950, as amended, will be given upon 
such acceptance, provided that your acts relative to such participa- 
tion are within the scope of this plan. 

Your cooperation in this matter will be appreciated. 

Sincerely yours, 
ArTHUR S. FLemmine, Director. 

List of companies requested to participate in the Plan of Action 
under the Voluntary Agreement Relating to Foreign Petroleum 
Supply: 

Arabian American Oil Co., 505 Park Avenue, New York, N. Y. 

Caltex Oil Products Co., 380 Madison Avenue, New York, N. Y. 

Creole Petroleum Corp., 350 Fifth Avenue, New York, N. Y. 

Gulf Oil Corp., Gulf Building, Pittsburgh, Pa. 

Sinclair Oil Corp., 600 Fifth Avenue, New York, N. Y. 

Socony Mobil Oil Co., Inc., 26 Broadway, New York, N. Y. 

Getty Oil Co., 206 Pennsylvania Building, Wilmington, Del. 

—— Oil Company of California, 225 Bush Street, San Francisco, 
Yalif 

Standard Oil Co. (New Jersey), 30 Rockefeller Plaza, New York, N. Y. 

Standard-Vacuum Oil Co., Post Office Box 1000, W hite Plains, N. Y. 

The Texas Co., 135 East 42d Street, New York, N. Y. 

Venezuelan Petroleum Co., 600 Fifth Avenue, New York, N. Y. 

Cities Service Co., 70 Pine Street, New York, N. Y. 





DOCUMENTS FROM THE FEDERAL REGISTER 
[Federal Register, Sept. 5, 1956, pp. 6686-6687] 
OrFicE OF DEFENSE MOBILIZATION 
[ODM (DPA) Request 53A-DPAV-56] 
ARABIAN AMERICAN OIL CO. ET AL. 


REQUEST TO PARTICIPATE IN PLAN OF ACTION UNDER VOLUNTARY 
AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY 


Pursuant to section 708 of the Defense Production Act of 1950, 
as amended, the request set forth below to participate in a plan of 
action entitled, ‘‘Plan of Action Under Voluntary Agreement Relating 
to Foreign Petroleum Supply,”’ dated August 19, 1956, was approved 
by the Attorney General after consultation with respect thereto 
between the Attorney General, the Chairman of the Federal Trade 
Commission and the Director of the Office of Defense Mobilization, 
and was accepted by the companies listed below. 

This Plan of Action authorizes the creation of a Middle-East 
Emergency Committee to help formulate and carry out measures to 
meet petroleum shortages and dislocations in the event of any sub- 


stantial Middle-East petroleum transport stoppage. The Plan of 
Action has been approved by the Director of the Office of Defense 
Mobilization and has been found to be in the public interest as contrib- 
uting to the national defense. 


Contents of request. You are requested to participate in the en- 
closed Plan of Action which was prepared in accordance with the 
provisions of section 6 of the previously approved voluntary agree- 
ment entitled, “Voluntary Agreement Relating to Foreign Petroleum 
Supply, as amended.” In my opinion, your participation will greatly 
assist in the accomplishment of our national defense program. 

The Attorney General has approved this request after consultation 
with respect thereto between his representatives, representatives of 
the Chairman of the Federal Trade Commission and my representa- 
tives, pursuant to section 708 of the Defense Production Act of 1950, 
as amended. 

I approve the Plan of Action under the Voluntary Agreement 
Relating to Foreign Petroleum Supply and find it to be in the public 
interest as contributing to the national defense. You will become a 
participant therein upon advising me in writing of your acceptance 
of this request. Will you kindly also send a copy of your acceptance 
to the Director, Office of Oil and Gas, Department of the Interior, 
Washington 25, D. C. Immunity from prosecution under the 
Federal antitrust laws and the Federal Trade Commission Act, as 
provided in the Defense Production Act of 1950, as amended, will be 
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given upon such acceptance, provided that your acts relative to such 
participation are within the scope of this Plan. 
Your cooperation in this matter will be appreciated. 
Sincerely yours, 
ArtHour S. FLEMMING, 
Director. 
ACCEPTANCES 


Arabian American Oil Company, 505 Park Avenue, New York, 
ee 
Caltex Oil Products Company, 380 Madison Avenue, New York, 


Cities Service Company, 70 Pine Street, New York, N. Y. 
Creole Petroleum Corporation, 1230 Avenue of the Americas, New 
York, N. Y. 

Getty Oil Company, Pennsylvania Building, Wilmington, Del. 

Gulf Oil Corporation, Gulf Building, Pittsburgh, Pa. 

Sinclair Oil Corporation, 600 Fifth Avenue, New Y ork, N. Y. 

Socony Mobil Oil Company, Inc., 26 Broadw ay, New ‘ork, N. Y. 

Standard Oil Company of California, 225 5 Bush Street, San Fran- 
cisco, Calif. 

Standard Oil Company (New Jersey), 30 Rockefeller Plaza, New 
York, N. Y. 

Standard-Vacuum Oil Company, P. O. Box 1000, White Plains, 
Maes 

The Texas Company, 135 East 42d Street, New York, N. Y. 

Venezuelan Petroleum Company, 600 Fifth Avenue, New York, 
N. Y. 

(Sec. 708, 64 Stat. 818, as amended; 50 U. S. C. App. Sup. 2158; E. O. 10480, 
Aug. 14, 1953, 18 F. R. 4939) 

Dated: August 30, 1956. 

Artuur S. Fiemmine, Director. 


[F. R. Doc. 56-7082; Filed, Sept. 4, 1956; 8:52 a. m.] 


[ODM (DPA) Request No. 53-DPAYV 46 (e)] 
CITIES SERVICE Co, 


ADDITION TO LIST OF COMPANIES ACCEPTING REQUEST TO PARTICIPATE 
IN THE VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM 
SUPPLY, AS AMENDED 


Pursuant to section 708 of the Defense Production Act of 1950, as 
amended, there is published the name of the following company which 
has accepted the request to participate in the voluntary agreement 
entitled, “Voluntary Agreement Relating to Foreign Petroleum Sup- 
ply, as Amended, ” dated May 8, 1956. The request and original list 
of acceptances were published in 21 F. R. 5703, July 28, 1956. 


Cities Service Company, 70 Pine Street, New York, N. Y. 


(Secs. 708, 64 Stat. 818, as amended; 50 U. 8S. C. App. Sup. 2158; E. O. 10480, 
Aug. 14, 1953, 18 F. R. 4939) 


Dated: August 30, 1956. 
Artuour S. Fiemmine, Director. 


[F. R. Doc. 56-7083; Filed, Sept. 4, 1956; 8:52 a. m.] 
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[Federal Register, October 4, 1956, pp. 7640-7641] 
OrricE oF DEFENSE MOBILIZATION 
[ODM (DPA). Request No. 53—DPAV-—46 (g)] 
AMERICAN INDEPENDENT OIL CoO. 


ADDITION TO LIST OF COMPANIES ACCEPTING REQUEST TO PARTICIPATE 
IN VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM 
SUPPLY, AS AMENDED 


Pursuant to section 708 of the Defense Production Act of 1950, as 
amended, there is published the name of the following company 
which has accepted the request to participate in the voluntary 
agreement entitled, “Voluntary Agreement Relating to Foreign Petro- 
leum Supply, as Amended,” dated May 8, 1956. The request and 
original list of acceptances were published in 21 F. R. 5703, July 28, 
1956, and additional acceptances were published in 21 F. R. 6687, 
September 5, 1956, and 21 F. R. 6964, September 14, 1956. 


American Independent Oil Company, 111 Sutter Street, San 
Francisco 4, California. 
(Sec. 708, 64 Stat. 818, as amended; 50 U.S. C. App. Sup. 2158; Executive Order 
10480, August 14, 1953, 18 F. R. 4939) 
Dated: October 1, 1956. 
ARTHUR S. FLEMMING, Director. 


[F. R. Doe. 56-7996; Filed, Oct. 3, 1956; 8:48 a. m.] 


[ODM (DPA) Request No. 53A—DPAV-—56 (b)] 
AMERICAN INDEPENDENT O1L Co. 


ADDITION TO LIST OF COMPANIES ACCEPTING REQUEST TO PARTICIPATE 
IN PLAN OF ACTION UNDER VOLUNTARY AGREEMENT RELATING TO 
FOREIGN PETROLEUM SUPPLY 


Pursuant to section 708 of the Defense Production Act of 1950, as 
amended, there is published the name of the following company 
which has accepted the request to participate in a plan of action 
entitled, “Plan of Action Under Voluntary Agreement Relating to 
Foreign Petroleum Supply,” dated August 10, 1956. The request 
and original list of acceptances were published in 21 F. R. 6686, 
September 5, 1956, and an additional acceptance was published in 
21 F. R. 6964, September 14, 1956. 


American Independent Oil Company, 111 Sutter Street, San Fran- 
cisco 4, California. 


(Sec. 708, 64 Stat. 818, as amended; 50 U. 8S. C. App. Sup. 2158; Executive Order 
10480, August 14, 1953, 18 F. R. 4939) 


Dated: October 1, 1956. 
Artruur S. FLEMMING, Director. 


[F. R. Doe. 56-7995; Filed, Oct. 3, 1956; 8:48 a. m.] 











